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INTRODUCTION.

The extraordinary movements of the stock market during

the year 1884 invite a careful inquiry. Prices dropped lower

than at any other time since the resumption of specie pay-

ments, losing in a few weeks well-nigh half of the marvellous

gain which had been realized during two years and 'a half.

Failures of extraordinary magnitude resulted, and gigantic

frauds stained names hitherto of the highest honor. One-

tenth of the entire railroad property of the country was

thrown into bankruptcy, and many companies of good stand-

ing were compelled to pass dividends.

It was called on the Street "a rich man's panic". In the

current phrase, there were no " lambs" that year. For the first

time in the history of speculation, almost, the " outsiders
"

looked on, with amusement while the skilled operators

slaughtered each other. Those who had been most power-

ful in speculation, and had accumulated the largest wealth

by operations in railway securities, were as a rule those who
suffered most during this remarkable year. Especially, the

men who had loaded themselves with all the securities they

could carry in June, 1881, expecting to bring about a great

advance in prices, after struggling for three years to unload

on the public, were finally compelled to unload on each

other. Those who had so long handled the stock market

with success for their own benefit, and to the loss of the

public and "the lambs", were the men upon whom the

heaviest losses fell.

This collapse of prices was not caused by industrial dis-

aster. It is true, there had been in " protected " manufac-



tures some depression, which had been attributed quite

commonly to fears connected with an attempted change of

the tariff. But, if such an apprehension had existed, it had

been removed by the defeat of that measure before the

collapse in securities began. The records of the year show

that production, at least during the early part of the year,

had continued at almost the maximum rate, nor had any

important failures among manufacturing establishments

disturbed public confidence. The railroads themselves had

been doing better than usual. The published earnings for

about 40,000 miles of railway in April, 1884, had shown, in

comparison with the earnings of the same roads in April,

1883, a gain of nearly $1,300,000, or about 9 per cent., the

increase in the mileage of roads reporting having been about

the sanie, and for the four months ending April 30th, the

earnings in 1884 had been larger than in 1883, though

during the first three months the gain had been only about

$200,000, traffic having been seriously interrupted on im-

portant roads by storms and floods.

Nor was the depression caused by monetary disturbance

or stress. It came before there had arisen any serious

question as to the ability of the Government to con-

tinue gold payments, and after an outflow of specie to

Europe, which had continued for several months, had

practically ceased. The rate of 60-days exchange had been

reduced. May ist, to 4.87^4: a 4.87 1^, at which price scarcely

any profit could be realized on shipments, ard in fact they

immediately stopped. Near the end of April the Associated

Banks of New York held a larger reserve than they had

ever held during their whole history at that period in the

year. In spite of some rumors that dividends on important

railroads were to be passed on account of previous shrinkage

in business, the reported earnings for April appeared to

warrant encouragement, and the average price of sixty stocks

at the close of the last Saturday in that month was but 2^



cents on the dollar below the average of their closing prices

for the previous year, and was above their average at the

lowest point in January, 1884,

Nor was the disaster caused by commercial failures.

Favorable prospects as to the crops, and the large supplies

carried over from 1883, had caused some depression in

wheat during April, but before the first of May the price

had recovered and was about as high as it had been at any

time during the year, and no commercial disturbance had

resulted from that or any othe^ cause. There was preva-

lent a general feeling, early in May, that a good business for

the rest of the year was to be expected. Indeed, the pros-

pect was commonly considered much brighter than is usual

in a year of Presidential election, and the promise of large

crops, which was then held to justify a hope of increased

activity in business, was afterwards bountifully answered.

It is to be observed, moreover, that labor was generally well

'employed, and at fair wages. Prices, if not as low as they

were afterwards, were low enough to render living cheaper

than it had been for several years, while wages, until some

reduction began in April, were on the whole about as high

as at any previous time. Moreover, it was held that the

moderate reduction in wages, which had been commenced,

would help business materially by permitting increased

production.

It is not to be inferred that this panic, after the manner of

some others, came like thunder out of a clear sky. It was

not wholly -unexpected. Among those who had to do with

dealings in stocks, whether as investors or operators, it had

been felt for same time that the market was in a doubtful

condition. Some had definitely predicted that failures of

greater magnitude than had been seen for years must occur

before the market could recover a healthy state. But these

gloomy anticipations, it is proper to note, were distinctly

based upon the conditions affecting that market, and not



upon the state of business throughout the country, which, it

was commonly beheved, had reached the turning point, and

would thereafter improve.

The movements during the year involved a heavy loss to

investors. Many who never speculate at all began the year

rich and ended it paupers, and throughout the year the

anxiety of those who had large investments was constant.

Attention was turned sharply to the causes of decline, and

particularly to those causes which directly concerned the

prices of securities, rather than the prices of products or the

general condition of business. More seriously than ever

before, it was asked whether a progressive decline in the rate

of interest, resulting from the accumulation of capital, had

not permanently affected the value of securities. It was

asked whether excessive railroad building, during the years

preceding, had not so prostrated the business of -transporta-

tion that, at least for a long time, it must continue compara-

tively unprofitable. It was asked whether the value of

investments had not been permanently affected by the

hostility of Congress and State Legislatures, and by the

prospect of enactments which threatened the vested rights of

many corporations and the management and profits of nearly

all. But, especially, it was asked whether a serious change

had not taken place in the management of corporations, and

whether the growing abuse of corporate trusts for selfish and

stock-jobbing ends, and the prostitution of courts and judges

to aid dishonest schemes, had not created a distrust of

securities generally, which would last for a long time.

An effort to throw light upon these questions has led to

the inquiries contained in this volume. Undertaken

without preconceived ideas to warp the presentation of

facts, it may perhaps render the work of investigation

easier for others, even though they do not accept its

conclusions First, the course of prices of speculative

securities during the year 1884 will be examined, with
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the special influences affecting the securities of different

corporations. It will be found that the path broadens

as we advance. What had seemed a narrow combat be-

tween individuals broadens into a conflict of social, politi-

cal and economic forces, which concerns every department

of industry and trade, and the welfare of the nation in

the highest sense. The search leads, indeed, into almost

every field of economic interest. The reader will be

invited to examine the legitimate influences which affect

the general market for securities, and, in that connection,

the operations of the railway companies, their earnings,

and their combinations, and the effects of free competition

or pooling restrictions upon their interests and the public

welfare. He will be asked to consider the financial situa-

tion, the changes in the position of the banks, the move-

ments of specie, and the connection of the banks with

speculative operations. Attention will then be given to the

prices of railway bonds, of United States, State and City

bonds, of bank stocks, and of manufacturing stocks during

the same year. These prices will be contrasted with those

of speculative securities,' and the contrast will be found emi-

nently suggestive.

But it will be found that the year 1884 cannot be under-

stood without a knowledge of the previous speculative

movement. That year was a result of 1883 and of 1882, and

these in turn were results of the years 1878-1881 inclusive,

and these in turn were to a great extent results of the

prolonged prostration of industry and depression of specula-

tive values, which attended and followed the panic of 1873.

Hence an examination of the prices of speculative securities

for thirteen years is undertaken. The course of the market

is traced year by year, and in decisive years, month by

month. The influence of general or legitimate considera-

tions upon -that market at different periods, and of changes

in the currency, of the course of the United States Govern-
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ment with regard to payment of its indebtedness and the

security of investments in its bonds, and particularly the

influence of the development of the railway and telegraph

system, is examined with especial reference to the observed

changes in the state of the stock market. Next, a similar

examination of the prices of other securities for the same

extended period casts light upon the question whether the

contrast between speculative and other securities, which is

seen in 1884, appears at other times of great depression or

of great advance. A review of the causes of the panic of

1873, and of the prolonged depression which followed, with

the connection of speculative movements during that period

with the legitimate influences which affected the value of

securities, prepares for a consideration of the remarkable

advance in prices from 1878 to 1881, the "boom " in manu-

factures, and the great expansion in trade. The culmination

of this movement in 1881, and its connection with the state

of agriculture in that year, and with the political influences

which affected or were thought to affect the prospects of

business generally, are investigated with especial regard to

the speculative and other influences which produced the

subsequent decline during the years 1882 and 1883, and the

collapse of prices in 1884.

Attention is next given to the influence of the market for

securities upon the internal and foreign commerce of the

country, and upon the development of industries requiring

large capital or increased facilities for transportation, and it

is found that this influence has been very important. The
effect of railroad-building upon agriculture and manfactures,

the absorption of capital in railway enterprises, the dispersion

and derangement of industries, and the effect of the con-

struction of new and competing lines upon the value of older

properties, are considered, and these topics lead to the

inquiry how far excess in railway-building is itself a result

of the facilities which speculative markets give, and of the



powerful impulses which they bring into operation. The
influence of such markets upon the banking system is next

considered, with the manner in which banking operations

have become year by year more intimately connected with

the market for securities, and the resulting changes in the

modes of banking, and in the relations between the banks

and those engaged in productive industry or in commerce.

The. influence of such markets as now exist, and of their

present peculiarities, on the public morals, on solvency in

trade and official fidelity, on legislative action and on the con-

duct of the courts, constitutes a topic of manifest importance.

Finally, it is considered how far the methods now prevalent

in speculative dealings are inseparable from an open market

;

how far the existence of such a market is essential to the

public interest ; and in what manner, if at all, existing evils

may be checked by legislation or other governmental action.



CHAPTER I.

The Rich Man's Panic.

In May, 1884, a stranger walked down Broadway. To
him a friend said :

" Look into the Stock Exchange this

morning." Why?" he asked. " Because there will be a

great drop." An hour later the stranger looked down from

the gallery of the Stock Exchange upon what seemed to be

a mob of lunatics. Hundreds of men crazy with excitement

were trying to sell anything, everything. Nobody wanted to

buy. Through every door messengers were rushing in with

new orders to sell. The rapid clicking of many instruments

brought from distant offices and towns orders to sell. Men
who had come into the room rich announced their bank-

ruptcy, and went out to fight against fate, or, by surrender

of everything, if possible to save their honor. Outside the

Exchange a well-dressed throng crowded New street and

Wall street and Broad street, and the passage of necessary

traffic was blocked by the surging mob, and the excitement

was as great as within the Exchange itself. All over the

town, and in distant parts of the country, firms were failing,

and men were laying down the results of lives of hard labor

or daring enterprise, and the means of livelihood were van-

ishing for thousands of women and children.

What was the matter ? The friend who met the stranger

on Broadway told the story :
" There is to be a raid on the

market." The night before a little company of men, with

plenty of money gained by a long campaign against the

values of properties owned by others, had gathered at a

hotel and determined to pluck the fruit. Heavily short of

the market, believing that the decline in prices had gone

nearly far enough, and if left to natural causes would quickly

cease, and wanting to buy in order to reap their harvest, they



naturally determined to make a panic first. The circum-

stances favored. Failures had already caused general

distrust. Alarm was in the air. Strong men who had

staggered under heavy loads for three years were nearly at

the end of their resources. The attack was made, and suc-

ceeded completely. Hundreds of investors, alarmed by the

new decline when recovery had been expected, were fright-

ened into selling. Houses holding great blocks of stocks,

bankers who had made heavy loans on stock collaterals,

great operators who had resisted the downward tendency as

long as they had power, were forced to throw overboard their

property. The buyers were the men who had sold, weeks or

months before, a vast amount of property which they did not

own.

Over the fortunes of either class of speculators the public

has no tears to shed. One set lost ; the other set gained
;

had both been out of existence entirely, many question

whether the world would have been much poorer. * But

others who had no part in the speculative game bore much
of the loss and the suffering. Honest and prudent investors

lost heavily. Widows and orphans were left penniless.

Fully 200,000 men, who were building railroads, soon found

themselves out of employment because railroad building had

stopped. Iron and coal mines, iron furnaces and machine

shops, rail-mills and locomotive works, all over the country,

were compelled to stop, and want stalked into thousands of

homes. All this, because the market dropped.

But was there any actual change in the value of stocks ?

Of all the railroads affected, was there a single one earning

less, or able to earn less, on the day the panic culminated

than before ? To what extent was there an honest market ?

To what extent did the market faithfully represent the value

of property ? It is evident that the immediate movement

depended entirely upon the control of unemployed cash.

For the day, 'it was simply a question of money. The men



who had the most money to spare made the prices. Those

who had large resources, tied up in securities, had not as

much power to make prices as those who had one-tenth of

their wealth, or the power to borrow one-tenth as much. It

is commonly believed that the sums of money used in specu-

lative operations usually depend upon the judgment of com-

petent men as to the future. But in this instance it was

clearly not so, for the men who put down the market did so m
order to buy, and did buy. Rightly or wrongly, they had

concluded that natural conditions would not favor a further

decline; that the lowest prices likely to be reached for a con-

siderable time, unless by artificial means, had been seen.

And they calculated that they could manufacture still lower

prices for a few days only. The market, then, was in such

a state that, when natural conditions were believed to justify

an advance, it was for that very reason the more likely to be

put down by those who wished to buy. Similar influences

must govern in such a market when men want to sell. If

they judge that, on account of- the state of business in the

country, or the condition of properties, or the conduct of

managers, or the behavior of legislatures, it is time to sell

things, they will first put up prices in such a market in order

to sell at the best advantage. At the time under considera-

tion, therefore, the market appears to have been essentially

a false and deceptive one. It was in such a state that those

who had least interest in any property had the most power

to fix its price. Those who knew all about a property, who
had managed it as wisely as they could, and who had

invested most of their resources in its securities, had scarcely

any power to control its price with the market in the state

which then existed, in comparison with a reckless gambler

who had not invested his money in anything. When such a

market exists, the tendency therefore is to give an unnatural

and most harmful advantage to those who have no part in

the legitimate business or honest enterprise of the country.



13

The tendency is to make prices lower than they otherwise

would be. The existence of that state of things affects the

values of all properties of which the prices are fixed in such

a market.

The essential and distinguishing feature of such a market

is that it is no longer under the iufluence of deliberate pur-

chases or sales by investors, but has fallen into the control

of speculators. The investor does not sell property which

he does not own. A belief that prices are going to rise for

legitimate reasons does not prompt him to empty his holdings

upon the Street. But an examination of the prices of securi-

ties during the year 1884 shows that the course of the

market, from week to week, and from month to month, was

generally in direct opposition to the influences which should

have controlled it. Considering the condition of the prop-

erties represented by the active securities, we shall see that

the worst had not come when the prices were worst. The
general condition of business, then hopeful, afterward became
hopeless. Manufacturing establishments by the hundred, in

no way connected with the stock market or with railway

enterprises, though actively employed when prices were

lowest, afterwards were closed and silent. Prices of pro-

ducts, alike of agriculture and of manufactures, declined

heavily toward the close of the year, months after the lowest

price for securities had been reached, and after a sharp

reaction upward had followed. The strife between the

railroads had not reached its worst. But when the worst

came the. speculators, having bought largely and being large

holders, wanted to sell, and so strove obstinately to support

the market and to make higher prices, hoping to unload on
the public. Thus, neither at the time of greatest depression

in active securities, nor later in the year when the general

condition of business was most unfavorable, did the stock

market reflect faithfully the influences which raise or depress

in real value the properties represented. As respects quo-
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tations at any particular time, or the movement from week
to week, the market was then essentially false and deceptive.

Yet it is not to be inferred that the market was not greatly

influenced by the general condition of business, or by

changes affecting the value of property. Neither is it to be

hastily inferred that the speculative market governed or

moved in harmony with the market for securities which are

held for investment, and with which speculation has little to

do. Still less is it to be inferred that the market for stocks

is always or inherently artificial or false. At times when
the public is freely investing the accumulated savings of

years, with genuine prosperity, and keen hope, and solid

growth, and a boundless confidence in all enterprises, new
or old, good or bad, we have repeatedly seen the most pow-

erful speculators overwhelmed by the tide, defeated in every

attempt to bring about an artificial reaction, and forced to

take losses as a penalty for want of confidence in the gen-

eral prosperity. Such a state of things prevailed, as we
shall see, in 1879 and 1880. Or, on the other hand, when
the public is selling freely and heavily because the condition

of business has clearly changed, when losses in commerce

are compelling many to draw upon invested reserves, when

prostration in manufactures forces many to use the accumu-

lated savings of previous years in order to escape disaster,

when general distrust prevails and investors are anxious to

get money instead of any security, even the best, then the

boldest and shrewdest speculators are often swamped in the

attempt to resist the tide. Of this, too, melancholy examples

have been seen within the past few years. In the long run

the speculators cannot resist the general conditions and

tendencies of business. Hence the shrewdest of them

always aim to have their operations in harmony with the

tendency of events. But, whether for temporary or for per-

manent reasons, the public had little to do with the prices of

active stocks during the year 1884, and the record of prices
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is essentially a record of the results of speculative opera-

tions, under conditions which it will be profitable to examine.

The year opened with legacies of disaster from the specu-

lative operations of 1883. At the very outset the market

was shaken by the mid-night app ointment of a receiver for the

New York and New England Railroad. Shortly after came a

break in the securities of the New York, West Shore and

Buffalo, and the appointment of a receiver for the North

River Construction Company. The Street had hardly

recovered from the effects of this shock when another break

took place in the Northern Pacific securities, of which

immense blocks were thrown upon the market. Nearly all

active stocks sympathized by declining in price. It was the

general belief at the time that this depression was, at least

in part, artificially created in order to facilitate several pur-

chases, and particularly one of 90,000 shares of the Villard

stocks, which were bought, January 26, by a syndicate com-

posed of Messrs. Gould, Field, Drexel and others. The
railroad earnings were almost as large for January, 1884, as

for January, 1882. No exports of gold had yet taken place,

and the possibility that exports might occur was only con-

sidered by a few bankers, who thought that the glut of

money might thus be relieved. The cotton manufacture had

not yet curtailed production, nor were the prices of standard

sheetings reduced until the very end of the month. During

the latter half of January mercantile failures greatly dimin-

ished in number. The New York banks held at the close

of the month a surplus large almost beyond precedent;

domestic exchanges were in favor of New York, and mer-

cantile discounts for double-named paper were 4 to 4^ per

cent, for two or four months. Thus, with many circum-

stances indicating that a better state of business might be

at hand, and with scarcely a symptom of approaching dis-

aster, the lowest prices of the first three months of 1884

were made about January 2 ist. On the 26th of that month
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the syndicate made its large purchase of Northern Pacific

stocks. The character of the market suddenly changed. A
powerful combination to advance prices became known. A
vigorous campaign against " the shorts " began, and the

quotations moved upward with notable rapidity.

It is a striking fact that the general condition of business

began to wear a more unfavorable aspect from the very

week in which the change for the better in the stock market

took place. Unfavorable railroad returns began to, come

in, so that a financial journal remarked :
" While the decline

in prices in the latter half of 1883 was made in the face of

large railway earnings, the upward movement of February

was made in spite of many unfavorable reports of railroad

earnings which were coming to hand." It was a more im-

portant change that in February the exports of gold began,

and the exports of breadstuffs diminished, partly in conse-

quence of a speculative advance in prices. The movement

of gold, though not large as yet, called attention to the

uncertainties of the monetary future, though for the tinie it

was considered by many bankers rather in the light of a

relief, because the supply of money had been over-abundant.

But the bank reserves, after increasing until February 9th,

began to fall off. It was believed that securities were being

sent hither in considerable amount from Europe. The

manufacturers of cotton took steps to curtail production,

and reports were current that a great strike of operatives at

Fall River was imminent. The weather was unfavorable

during much of the month for business or for railroad

transportation, and rumors of damage to winter wheat were

widely circulated. It was in the face of such influences as

these, distinctly less favorable than had prevailed in January,

when the market declined, that the first combined effort

during the year to advance prices was made. Until the

latter half of the month it succeeded completely. Even

then, when it was felt that some ot the parties in the com-
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bination had taken advantage of its partial success and had

sold out, others went on with confidence; higher prices were

again scored, and after only an insignificant reaction the

highest prices of the year were made February 21st. Again

the realizing by holders caused a little reaction, averaging

21^ cents 'for active stocks. But there followed a corner in

Delaware, Lackawanna and Western, which on the first of

March carried the price up to 139^ for cash. The market

during this month was purely a speculative one. Had
prices been unaffected by artificial causes, it is plain that

they would have been higher in January, and lower in

February. The consequence was that many, who had

waited long for improvement in business, sold because they

had come to need the money, or because their hopes had

faded. Hence the market had to carry more stocks in March
by many thousand shares than in January, because of the rise

in February, which was not in harmony with the general

condition of business, and met no response from the public.

It had been overloaded before, as we shall see, and ever

since 1881 its load had been increasing. But February

added to the burden because holders here and in Europe,

prompted by need or discouragement, emptied their hold-

ings in the only market in which buyers could be found.

In the month of March, again, the circumstances would
naturally have led to a considerable decline in prices. The
movement of gold became large, and during the month the

exports exceeded the imports by $11,300,000. To appreciate

the natural influence of this fact it is necessary to recall the

feeling of confidence which long-continued imports of gold

had caused; a feeling so strong that many refused to believe

that gold could again be drawn out of this country in any

considerable amount. But when the exports occurred in

March, it was explained that the banks actually had more
money than they could use, and could spare gold better than

anything else—that in fact gold had become so abundant
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that it was the cheapest commodity in this country. Nor
were the banks much weakened by the movement. At the

end of the month, in amount of reserve held, they had only

fallen back to the point at which they began the year, and

held a larger reserve than they had ever held before at the

close of March. Moreover, what would ordinarily have

been called a large surplus was retained even to the end of

the month A cause of the exports of gold was the shrink-

age in exports of products, which was due in part to the

fact that one speculative combination was supporting wheat

at a price about as high as it reached in the advance early

in February, while another was advancing cotton in the face

of a declining consumption, and marked up the price during

the month over half a cent. This advance was the less

reasonable because, on account of the decreased demand,

print-cloths declined early in the month, and it was under-

stood that the demand for cotton products was disappointing

to manufacturers generally. In the iron market, prices

were steadily maintained at about the level of January,

though season contracts for Lake ore were made at a decline

of about 13 per cent from the price of the previous year.

Shrinkage in consumption also caused a slight decline in the

price of anthracite coal, from $4.50 in January and February

to $4.40 in March The general tone of business was with-

out energy or improvement, though not depressed materially

more than in previous months. The spirit of hesitation and

uncertainty was by many attributed to measures pending

before Congress, and it was believed that when the session

closed a greater activity would naturally appear. To this

state of things the course of the stock market did not cor-

respond During the first week it remained almost

unchanged, and during the second week it advanced, a

corner in New York Central carrying the price to 122, while

the prices of other stocks in some measure sympathized.

With a little decline in the later weeks, the level of prices
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ended about where it began the month, but it was felt that

in March, as in February, the support had been artificial, and

prices had been made by speculative cliques, not only with-

out the assistance of the public, but in spite of a continued

emptying of securities by investors.

The month of April opened with a continuance of this

artificial support. Indeed, it was not until the 17th that the

market touched an average of prices lower than had been

reached in January. During all this period the general

course of events had been disheartening, and no reasonable

man could have said that the conditions legitimately justified

as high a range of prices in either of the later months a^
had been warranted by the state of things during the first

month of the year. In April, though bar iron and steel

rails were held steadily, pig iron dropped 50 cents, to $20
per ton, but coal remained steady, and the producers of Con-

nellsville coke raised the price to $r.io about the beginning

of the month. The great event of the month was a sharp

break in the price of wheat, which speculative influence had

held for several weeks at a price entirely inconsistent with

the price prevailing in Liverpool. With a large surplus

stock on hand this country might have sold nearly or quite

the whole of it, had the wheat market been left during the

first quarter of the year to natural influences. Those who
manufactured an unnatural price were obliged to let go in

April, but it was then too late to find a market abroad for

the large quantity which foreign consumers had already

obtained fr6m elsewhere. Nevertheless the price did not

decline below 96 cents for the nearest month's option at

New York, nor was there any week in which wheat could

not have been sold in large quantity at above $1 per bushel.

No failures of importance resulted from this break, and it

was followed by another remarkable speculative advance, so

that by the first of May the price of wheat was even higher

than it had been in February. The reserves of the New
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York banks declined during the month, and yet until the

very last week were larger than ever before at the season,

and in that week were scarcely smaller than the largest re-

serve ever held at the end of April. But it was to be noticed

that, although the reserve was remarkably large, the deposits

were also large, and though a surplus was retained, even to

the end of the month it fell to less than $i,coo,ooo on the

26th, and the money market' slightly hardened.

The natural influence of a decline in the price of grain

under such circumstances was to strengthen stocks. In the

expectation that prices would be adjusted to those of the

European market, and that large exports of breadstuffs

would give profitable business to the railway companies,

higher prices for stocks were by many expected. It was

reasoned, too, that the outflow of gold would be arrested at

once, when the exports of breadstuffs revived. But any confi-

dence due to such reasonings was disturbed after the middle

of the month when prices of grain began to rise rapidly

again. Reports of injury to the crop and of decreased

acreage were as usual the pretext; their correctness may be

inferred from the fact that the actual yield was the largest

on record, and with intelligent people they had little weight.

But gold continued to go out until the 25th with increasing

volume each week. And it was not until Thursday, May i,

that the abundance of money in London, and the increased de-

mand for special purposes here, caused the rate of exchange

to be lowered, and thus arrested the outflow. Had the banks

been in a position to be embarrassed by this outflow, some

effect upon the stock market would have been justified.

Instead, the banks were abundantly strong, and meanwhile

the railroads, as afterwards appeared, were earning more

money than in any previous month of the year, and gained

$1,300,000 in comparison with the earnings of April, 1883.

The fact is that the support of the market early in the

month, and its subsequent decline, were both due mainly to
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advance in February had been arrested by the large sales of

some prominent operator. But it was nevertheless believed

by others that Mr. Gould was heavily loaded with stock, and

there was at least one combination formed with the especial

purpose of assailing the securities in which he was interested,

and the market generally. It is certain that the course of

the market, day by day, during the latter half of the month

reflected movements which were attributed to one or the

other of three powerful cliques or combinations of specula-

tors. The result of these conflicting efforts was a consid-

erable decline, beginning on the 12th with the Wabash,

Union Pacific and Oregon Navigation stocks, and continuing

during the following week with a larger decline in Missouri

Pacific and Union Pacific, and in the so-called Gould stocks

generally, than in other securities. The market then rallied

for a day or two, and afterward yielded to repeated attacks,

directed sometimes at the securities in which Mr. Gould

was interested, and at other times, many believed in retali-

ation, at the Vanderbilt stocks, and other active securities

generally. The lowest point during the month was reached

on the 29th, and from that day there was a considerable

recovery, all classes of stocks sharing. But at that lowest

point in April the average price of stocks was scarcely lower

than in January. For three months the market had been

held above that point, notwithstanding many unfavorable

influences arising from the general condition of business,

the cripplrng of foreign trade by speculation in grain and

cotton, the exhaustion of their reserves by merchants and

manufacturers, and by operators in all parts of the country

who had been speculating in stocks, and the unloading upon
a market already overloaded of a large amount of stock by

investors here and abroad. The suspension of Mr. Keene
on the last day of April was thought of interest only as it

reminded men of the vicissitudes of speculation, even for
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one ot the most daring and for years successful operators.

But in the struggle between strong men and strong combi-

nations during the year 1884, he had apparently taken

scarcely any part, and his suspension involved no one else.

Such was the state of the stock market when the month of

May began. There was nothing to indicate that either of

the opposing forces in the Board had been materially

weakened. Of the gigantic frauds so soon afterward dis-

closed, there was current really no suspicion. Nobody
imagined that three or four bank presidents and the presi-

dent of the Stock Exchange were on the threshold of bank-

ruptcy. There was a battle between speculative elements,

as usual. But it was expected to end as usual, in the trans-

fer of a little money from one set of men to the other. Few
realized that the market had got into such a state that a

general crash could be produced by events which would

ordinarily seem of little moment.

Among the causes assigned at the time for weakness in

the market during the early days of May, were the competi-

tion of railroad lines, the disagreements which threatened

the existence of combinations to maintain rates, and the

apprehension of a struggle between transcontinental lines

for the control of properties held by the Oregon Railway

and Navigation Company. But it does not appear that in

any of these particulars the situation had changed to an

appreciable extent for some time prior to the collapse. The

competition between railway lines continued, but had grown

rather less than more violent, and it was hoped that a new

decision made by the Trunk Line pool, that rates should

hereafter be changed only by the action of the committee,

would tend to restpain future contests. No settlement had

been reached between the Union Pacific, the Burlington and

Quincy, and the other Northwestern roads, but the contest

had continued for a considerable time, and had not changed

in character. The condition of the banks and their
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reserves afforded no explanation. During the week ending

May 3d the banks had lost a little in reserve, but still

held a surplus, and were increasing in strength, as afterwards

appeared.

On Monday, May 5th, the market was strong, nearly all

stocks sharing in the advance. And on Tuesday, the 6th,

during the early part of the day, prices were fairly main-

tained. But when the Marine Bank closed its doors, trouble

began. It was known that this bank was connected with

the firm of Grant, Ward cSz; Co., which had been operating

very heavily, and that firm quickly suspended. Though at

the time no one imagined that its liabilities were as great, or

the losses involved by its failure as serious, as they after-

wards appeared to be, the event gave a powerful advantage

to those who sought to depress the market, and they used it

to the utmost. The endorsement of Erie paper by Grant

& Ward gave a legitimate reason for the decline in Erie

Second Consols, which fell 2 cents on the day of the failure,

6 more the next day, and in all 16^ prior to the end of the

week. Erie stock, low as it was, dropped 3 cents the day

after the failure, but others, not immediately connected in

any way with the fortunes of the firm or of the Marine Bank,

were vigorously attacked, and declined during the week,

Lackawanna about 4 cents, Reading about 8 cents. Central

Pacific 2K, Illinois Central 4!^, Union Pacific S'A, and

North Western Preferred 6 cents. These are merely illus-

trations of the fact that some of the very best securities in

the market, were as boldly attacked, andj owing to the

peculiar state of the market, with as much success, as others

of little value. Nevertheless, in spite of the decline in these

stocks, the market was on the whole surprisingly sustained,

so that at the close on Saturday, notwithstanding a week of

great excitement and heavy pressure, the average price of all

active stocks was only 3 cents lower than it had been at the

close on Monday, before the failure. The reason was that
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there was still a powerful clique wishing to advance prices in

order to sell, while some of the clique who had labored to

depress prices in order to buy, when decline came, gave sup-

port to prices by their purchases. The men who put stocks

down believed that they ought soon to go higher. The men
who sustained stocks believed that prices ought soon to go

lower. Thus far there had b^en no panic, but only a con-

tinuance of the prolonged struggle between combinations m
the Exchange, with more than the usual advantage to the

operators for a decline, because of the great failure and the

distrust which it occasioned.

On Saturday afternoon, another failure which proved to

be important was announced; that of the Northwestern Car

Company, involving also Senator Sabin. To the efforts

made to avert this disaster was attributed part of the depres-

sion in some of the best securities toward the close of the

week. In consequence of it, on the Monday following the

attacks were still more vigorous, and as to Northwestern

securities, more successful, and the average of prices yielded

about one cent more. Nevertheless there was as yet no gen-

eral panic, nor fear of wide-spread disaster, and on Monday

there were indications, especially in some stocks, of a sharp

turn against the sellers, which led not a few to anticipate a

stronger market the next day.

On Tuesday, May 13th, after some hesitation, the market

began to turn downward again. Late in the afternoon it

became known that there was trouble in one of the banks

On Wednesday it was announced that a defalcation of

$3,000,000 had been detected in the Second National, and

from that time the panic began. It was powerfully aided,

of course, by the clique which had been speculating for a

decline, and which reaped that day the fruit of its labor.

The failure of the Metropolitan Bank, the Atlantic State

Bank of Brooklyn, Hatch tV Foote, Hotchkiss, Burnham vS:

Co., and five other stock houses, caused general alarm about
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the solvency of firms and banks, and securities were thrown

overboard without regard to their value. Nevertheless the

purchases made during the day by those who had speculated

for a decline caused, toward the close, an improvement in

prices, and the banks, by agreeing to sustain each other, and

to issue certificates against securities deposited, endeavored

to restore confidence. But on Tuesday the depression in

the average price of sixty stocks was about 114: cents, and on

Wednesday at the close prices were over 3 cents lower than

on Tuesday. The next day an improvement appeared, be-

cause of the success of the Second National Bank in making

good all payments through the prompt action of wealthy

directors. It was also stated that the Metropolitan Bank
would be aided by the Associated Banks and enabled to

resume at once, so that during most of the day prices ad-

vanced quite smartly. Nevertheless a sharp attack upon

the stock of the Bankers' and Merchants' Telegraph Com-
pany, followed by the failure of A. W, Dimock, its President,

resulted in a fall from 119 to 45. It was thought by not a

few that, in the crippling of this company, one object had in

view by those interested in the Western Union Telegraph

had been attained. But, later m the afternoon, great excite-

ment was caused by the suspension of one of the oldest

and best known houses in the Street, of which the junior

member was at the time the President of the Stock Ex-

change. Before the market opened the next day it was

learned that the Newark Savings Bank, an institution with

large deposits, was so connected with the firm referred to

that it must also fail. But the depression thus caused did not

last long, and the market was generally sustained so well

that prices at the close on Saturday were fully 3 cents above

the average at the close on the day of the failure of the

Metropolitan Bank. Indeed, after two weeks of constant

excitement, the fierce battle between the opposing elementjs

had left the market at the close of business May 17th only
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41^ cents lower than it had been at the close May 3d.

Nevertheless, in the operation some strong houses and

several banks had been wrecked, and important corporations

had been forced into difficulties from which they were not

extricated for a long time, or not at all

The development of these difficulties, as in the case of the

Reading and the Louisville and Nashville, was the charac-

teristic feature of the market during the week that followed.

It was found that the President of the Louisville and Nash-

ville had been speculating in the stock, and using the funds

of the company to sustain it. It was found that the Reading,

which had guaranteed dividends on the Jersey Central, was

short of cash, and it was soon afterward found necessary to

put the company into the hands of a receiver again. A
rapid decline of 21 cents in Jersey Central stock was accom-

panied with great depression in other coal properties, and

Lackawanna lost over 13 cents, and Delaware and Hudson
over 10 cents,while the liquidation in Northwestern stocks also

caused great depression. This culminated on Saturday, the

24th, in the lowest prices thus far reached during the year

The average price of sixty stocks on the 26th of April had

been $58.78 per share of $100. The average of the same

stocks at their lowest point early on Saturday, May 24th, was

$45.67, a decline of over $13 per share. During the latter

part of the day prices began to recover vigorously, and from

that time, for fully a week, the market remained decidedly

strong.

In reviewing this depression thus far, it is to be observed

that the general condition of business, or the condition of

the particular corporations whose securities were in question,

played a very subordinate part. The prevailing tendency of

the market was to move again.st the tendency of business

generally; to fall, because the strong man sold, when cir-

cumstances exi.sted which induced others to buy, and to rise,

because the strong men bought, when the circumstances
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were such as to induce others to sell. In January the gen-

eral outlook was promising, and accordingly the market was

artificially depressed in order to buy. In February the out-

look became unpromising, and in March still more so, and

the market was artificially advanced in order to sell. In

April exterior circumstances warranted? a stronger market,

and men who had overloaded themselves hitherto seized the

opportunity to unload on others. Summer was coming and

they wanted to be out of stocks; crop uncertainties were to

be avoided; and there were apprehensions that the Presi-

dential nominations, or the events of the campaign, or the

results of the election, might bring about a serious decline.

In May the natural conditions early in the month were

decidedly better, and then' an artificial attack in order to

buy stocks disclosed one rotten spot, and that uncovered

another, and so on until the great depression had been

effected. Within the market there was simply a struggle

between opposing forces in speculation. But there was a

tremendous advantage always on the side of those who sought

to depress prices because, on account of the speculation of

former years there was a great deal of unsuspected unsound-

ness, and the market had become overloaded, not only by

the events of 1884, but long before, and, as the struggle

went on, one house after another was found to have been

thoroughly undermined and rotten through previous specu-

lative losses. Grant & Ward did not fail because of any-

thing that happened immediately before their suspension.

It was at once evident that enormous losses had for a long

time been covered by- gigantic swindling operations. The
collapse of Eno was not due in the main to fresh losses. For

a long time he had been covering up a great defalcation,

which was certam to be exposed sooner or later unless an

important and favorable turn in the market took place. The
president of the Newark Savings Bank had lost heavily in

previous operations, and had involved himself and his bank,
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and the additional losses in May only served to uncover a

rottenness which it was inevitable would sooner or later be

exposed. The Metropolitan Bank had long been largely

concerned in Southern railroad and other securities, and, as

it proved, had thereby sustained great losses. So it was

with other houses. In the main, the dishonesty where there

had been dishonesty, and the misfortune where there had

been only honest loss, had occurred in previous years. In

scarcely a single instance was an important failure traceable

to transactions or to losses of a recent date, except as such

losses sufficed to uncover an insolvency previously existing.

The market had been overloaded and rotten for a long time.

Houses and banks supposed to be powerful, and operators

supposed to be rich, had been previously crippled, and yet

had been holding up stocks by the reckless use of their

credit and the money of others. The collapse of May, in

short, was simply a disclosure of the fact that prices had

been for a long time unsound, and based upon gross abuses

of trusts and reckless straining of credit. When disclosures

removed the fraudulent support which had been for a long

time given, it was found that the prices which had been

made had been essentially false and deceptive.
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II.

Liquidation After the Panic.

The first half of 1884 saw a great depression in the prices

of stocks, notwithstanding the prospects of improvement in

business. The latter half of 1884 witnessed a vigorous

effort to advance the prices of stocks, notwithstanding a re-

markable decline in trade and a general p- ostration in indus-

try. The success of this effort for a time, the influences

which aided it, and the subsequent collapse both of prices

and of speculation in stocks, give interest to the history of

the latter half of the year. But it is necessary first to trace

the progress of the liquidation which followed the panic of

May.

The market for May closed with a sharp upward move-

ment. The average price of sixty active stocks rose from

^45.67 per share, at the lowest point on the morning of May
24th, to $48.89 per share at the close. May 31st. In many
stocks, which had been specially active in speculation, the

advance was much greater, and was sufficiently rapid to sug-

gest the unsoundness of the recovery. Thus, New Jersey

Central rose ^U cents on the dollar, St. Paul rose 7^^, North-

west preferred rose 7 cents, Lackawanna rose gji cents, Mis-

souri Pacific rose 17!^ cents, Pullman Palace Car rose iiVt

cents. Union Pacific rose "jji cents, and Western Union 7>^

cents withia the seven days. Such advances were evidently

caused by the over-sold state of the market. In the days of

panic, the great majority of speculators, finding all prices

going down, made haste to sell more just at the time when
the shrewder and abler operators were closing their accounts

and reaping their harvest. For the moment, those who had

been engaged in a long campaign to depress securities be-

came desirous of an advance, in common with those who
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had labored in vain to uphold prices. The speculative

cliques were on one side and the speculative outsiders on the

other, and the result of course was disastrous to the out-

siders.

There was nothing in the condition of affairs during the

last week of May to warrant any change of tone, much less

so great an advance as was made. The upward movement

was simply the result of temporary speculative influences,

and the shrewder speculators well understood that it could

not last. Accordingly it was said by a financial journal that

the rapid rise in stocks was " unfortunate because prema-

ture ; " that its consequences were, besides a covering of

stock contracts, " free selling to realize profits, and an abso-

lute check to any investment demand, either domestic or

foreign ;" and that it "must finally end in a serious decline

more discouraging than the fact itself merits." These an-

ticipations were fully justified. The operators for a decline,

who had bought in the days of panic, soon began to sell

again largely. The operators for an advance, as soon as the

market had moved upward rapidly a few points, seized the

opportunity to lessen their holdings. Thus the upward

movement was checked within just one week, though for

another week the average of prices remained substantially

unchanged, as some stocks continued to advance still farther,

while others under the pressure of sales began to decline.

By the 7th of June, withoutjadvancing at any time materially

beyond the closing point May 31st, the average of sixty

stocks had dropped to $48.76, and by the 14th of June to

$47.62. During this time the market was almost wholly

under the control of speculative influences. Demand for

investment purposes had been prevented by the rapidity of

the rise, while the business outlook was not so clear as to

justify a belief that the advance could be considered per-

manent or .safe. In consequence, liquidation began again,

and continued without ceasing until the 27th of the month.



In a measure, too, the old division of speculative forces was

restored. Those who had for a long time been operating for

a decline, although they had felt in May that the decline had

gone far enough, were led to a different belief, and engaged

in a new campaign with larger hope and larger resources.

An understanding of the speculative forces affecting the

market during the month of June would not be complete

without some reference to the political sympathies of leading

operators. It happened that many of the most conspicuous

holders of stock, who had for a long time operated to pre-

vent a decline, were warm supporters of Mr. Blaine, who was

nominated early in June. It also happened that many of

those who had been particularly active and bold ip operating

for a decline were strongly opposed to his election, and in

sympathy with the opposite party. Hence the advance early

in June was by some hailed as a mark of confidence that

Mr. Blaine would succeed, and it was correspondingly depre-

cated by others who opposed him as being likely to strengthen

him in public opinion. Naturally those active speculators

who were his opponents engaged with more zeal than before

in the effort to depress prices. But those who were operat-

ing for an advance were discouraged,. alike by a conscious-

ness that the general condition of business did not favor an

upward movement, and by the political hostility to Mr.

Blaine within the Republican party, which led at once to

demonstrations that seemed to render his success improbable.

On the one side there were operators who maintained, day by

day, in the heated political discussions about the Street, that

Mr. Blaine could not succeed and that the success of his party

would be disastrous to business, while its defeat would bring

a great revival of public confidence, and of industrial and

commercial activity. On the other hand there were those

who maintained, with equal earnestness, that Mr. Blaine

would be found the strongest candidate his party could have

nominated ;-that its success was necessary to industrial and
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commercial welfare; and that a genuine and lasting recovery

from the depression of the two previous years could be

secured only by the success of that party. By these con-

flicting opinions and sympathies, it is necessary to remember,

the stock market was to some extent governed, not only

during the month of June, but until after the election had

taken place.

As a result of these speculative forces, co-operating with

intense political sympathies, the upward movement which

had been so rapid late in May was checked early in June,

and was followed by a renewal of liquidation. Great fail-

ures did not come to cause panic ; noteworthy disasters

were lacking; and the general tendency of business, though

by no means satisfactory, was at least less gloomy during the

month of June than it had been before. The prospect as to

the crops was remarkably good, and it soon became certain

that the yield of wheat and of corn would be nearly if not

quite the largest on record. The gradual decline in prices

of grain brought about some increase in the foreign demand.

Confidence that the farmers would find their labor rewarded

by a generous yield, and would therefore have means with

which to purchase larjgely of manufactured products, led to

a more hopeful feeling and greater activity in many branches

of industry. The banks of New York, quickly recovering

from the panic, gained in reserve with great rapidity, so that

by the end of June their surplus was over $16,000,000, and

by the 5th of July it was nearly $24,000,000—considerably

larger than at any point in their previous history.

In spite of all this, the liquidation continued until late in

June, reaching its lowest point on the 27th. The average

price of sixty active stocks, at their lowest point that day,

was only $41.54. It showed a decline of $7.35 from the

closing quotations of May, and was $21.14, or nearly 34

per cent., lower than the average February i6th. In the

appendix, table No. i, will be found the quotations of the
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stocks included in this computation for each week of the

year 1884, and at the points at which the highest or lowest

averages for all stocks were reached and the different move-

ments during the year culminated. Examination of this

table will show that while in some cases prices were lower in

May than in June, in a large majority of instances the low-

est prices were recorded in the later month, alike for the

most substantial and valuable securities and for the most

worthless objects of speculation. In a diagram opposite

this page, the course of the upper line shows the changes

in the average price of the sixty stocks included in the table

just mentioned. Beginning with $62.40 in January, and
falling on the 21st to $57.95, recovering in February to

$62.68, and thence declining but little till April, this line

presents to the eye more clearly than any column of figures

the rapidity and magnitude of the subsequent decline, the

premature and hollow recovery late in May, and the pro-

gress in liquidation during the month of June. Drawn on

the same scale, but ranging from 130 to 138, the lower line

shows the comparatively insignificant fluctuations in the

average price of forty stocks, not active in speculation, week
by week during the same year. The list of these stocks, and

the influences governing the changes in their price, will be

considered hereafter. But their utmost decline, from $138.25,

April 26, to $130.20, June 27, was less than 6 per cent,

of their value, while the decline in the stocks active in spec-

ulation during the same nine weeks was $17.24, or nearly 30

per cent, of their value April 26, and during the year they

had declined 33.7 per cent. Without further explanation of

the phenomena, the diagram at once suggests that the cause

of the great downward movement in active stocks during

the year 1884 must be sought mainly in the operations and

events of previous years. Had prices been at a normal

level when the year began, had the condition of the stock

market been healthy and the prices made therein an honest
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measure of values, it is plain that no subsequent events

which transpired prior to the close of June would have pro-

duced such a decline as was witnessed. But if prices had

been artificially sustained above their proper level before

the year 1884 began, and if in sustaining them the market

had wholly lost its legitimate character and its connection

with the public, and had become a mere arena for specula-

tion, and if, moreover, in giving artificial support to prices

during previous years, many banks, firms and individuals

had not only sustained heavy losses, but had abused sacred

trusts, had diverted to speculative uses the money of others,

and had imposed upon the confidence of friends, then the

events which transpired early in 1884 would suffice to ac-

count for just the phenomena which have been described.

When we come to examine the course of the speculative

market prior to 1884, there will be found abundant confirma-

tion of the conclusions to which these facts already point.

A diagram which appears in Chapter 4, showing the course

of prices for thirteen years, will make it clear how closely

this explanation fits the facts. The market of 1884, prior

to the first of July, was in all its esssential features a result

of the markets of 1881, 1882 and 1883.

It was natural that the turning point should come in the

last week of June, for many reasons. The Democratic Na-

tional Convention was about to assemble. Adherents of

that party, having been generally convinced that the nomi-

nation of Governor Cleveland would result in success, and

therefore, according to their opinion, in a great improve-

ment in business and in the industrial condition of the coun-

try, saw clearly as the convention drew near that the de-

sired nomination was certain. On the other hand those who

had long been sustaining prices, with opposite theories both

as to business affairs and as to the influence of political

events, were naturally eager to seize the first opportunity to

bring about an advance. About the close of June it became
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known that the crops were out of danger, and that the yield

of wheat would be larger than in any previous year. About

the same time the reserves of the New York banks mounted

very rapidly, and soon reached a higher point than ever

before. A small importation of gold from Europe indicated

that a returning tide, as yet of unknown magnitude, had set

in. Under such conditions it was most natural that all the

active and influential men of the market should for once be

united in efforts to advance prices. Accordingly a recovery

of great rapidity began just prior to the ist of July, and

was pushed so fast and so far that by July 7th the average

for sixty stocks had already risen to $46.02, an advance of

about $4.50 per share. At this point the movement halted

for a single week. The Democratic nomination had been

made and the advance had been so great as to induce large

realizing sales. Both causes operated to bring about a gen-

eral shifting of the relations of men to the market. Then
were formed the new combinations, based upon the new
state of facts, commercial and political, which governed the

market for about two months thereafter. To a great extent

the relative positions of men were altered. The market

was still heavily burdened with stocks, for there had not

been at any time during the summer a considerable demand
from investors, and the public had taken no active part.

Those who held largely, but believed that the result of the

Presidential election was likely to cause a decline, were anx-

ious to see, prior to that event, an advance sufficiently sus-

tained and, imposing to induce purchases by the public and

by investors, so that they could lessen their holdings at bet-

ter prices. On the other hand, those who correctly antici-

pated the success of the Democratic candidate, and believed

that a period of great prosperity would then be ushered in,

changed their position late in June or early in July, were

anxious to buy, and seized every opportunity during July

and Ai^gust to increase their holdings. Meanwhile the gen-
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eral outlook continued more favorable. Grain declined in

price, and the outward movement largely increased. The
exports of merchandise nearly equalled the imports in value

in July, and exceeded them in August, and considerable im-

ports of gold began, so that during the two months the net

imports of gold amounted to nearly $5,000,000. The re-

serves in the New York banks, which had risen by the 12th

of July to almost $99,000,000, a point never exceeded at

that season except slightly in 1881, mounted rapidly to more

than $109,000,000 by the third week of August. This

enormous accumulation of unemployed money fed the

flames of speculation. Banks and others were anxious to

loan balances at very low rates, often at half of one per

cent, a year on stock collaterals, so that buyers who could

carry on borrowed money any dividend-paying security could

expect a comfortable interest besides the anticipated profit

from an advance in prices. Thus many potent influences^

the magnitude of the crops, the accumulation of money,

and the relative attitude of speculators, conspired together

to favor an advance which, had the condition of industry and

of railway properties been altogether favorable, would

naturally have raised prices above the average with which

the year began, had that been near the legitimate level.

The actual result was that by the ist of August more than

half the difference between the lowest prices of June and

the highest of February had been recovered, and the aver-

age of prices was $52.56. By the 2 2d of that month a

further advance, succeeding a brief reaction, had lifted the

average to $54.45. In other words, about six-tenths of the

decline from February i6th to June 27th had been recovered

in a little less than two months.

But this advance, though in part based upon legitimate

considerations and upon actual changes of a favorable

character in the condition of business and of property, was

mainly due to the speculative and political circumstances,
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which threw for the time nearly all the strong men of the

street on the same side. Hence it is natural to infer that

the advance was greater than the condition of business

justified. The controlling influence was the concurrent de-

sire of nearly all strong speculators, some to prepare a bet-

ter market on which to sell in the summer, and others to

advance prices in expectation of realizing at a still greater

advance after the Presidential campaign had ceased to dis-

turb the country. Early in August, those of the first named
class endeavored to realize. A quick reaction warned them

that the market had not yet substance and solidity enough

to satisfy their wants. They joined again in the uplifting

process, and hoped still for the appearance of an army of

investors. But late in August the situation changed. Those

who had sought a market in order to sell, perceiving that

the desired recovery in business was not at hand, seized the

opportunity to unload rapidly as many of their stocks as

possible. Then began a decline which, as the diagram

already given will show, contmued with scarcely any inter-

ruption until the result of the Presidential election had been

made known. During all this time political considerations

largely influenced the course of dealers. The strong specu-

lative forces being no longer arrayed on one side, the market

declined because business generally was neglected and stag-

nant, and the political uncertainty clouded all prospects.

Directly after the Presidential election very low prices were
made. The result was by many thought to be uncertain

;

they believefd that another electoral dispute might arise, in

which they apprehended that the peace of the country might
be disturbed. As the result became clearer, those who had
confidently reckoned upon the election of Mr. Blaine, and
believed that it would bring about an advance in prices,

made haste to sell. The lowest point, reached on the 7th of

November, was an average of $44-86, so that the Presi-

dential election and its uncertain results pushed prices
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somewhat below the lowest point touched in the panic of

May.

The next movement also had a political origin. At least

in part, it was due to the gratification and the hopeful spirit

of those who had prevailed in the election. Prices rose

for three weeks with considerable vigor, in spite of growing

discouragement in manufacturing and business circles.

But those who had anticipated a depression after the elec-

tion were not slow to sell largely at the better prices

offered. They quickly transferred as much of their hold-

ings as they could to others who were hopefully buying, and

the result proved that they were right in the belief that the

general condition of industry and of business was not such

as to warrant the upward movement. On the 29th of No-

vember the average of prices was $47.73, and the 27th of

December it had fallen to $44.29, a lower point than had

been reached at any other time during the year, excepting

on the 27th of June, and during the three or four days pre-

ceding that date. Though a slight recovery followed, as is

usual at the close of the year in anticipation of January in-

vestments, it may fairly be said that this depression once

more showed clearly the fictitious character of prices made
prior to the end of May and during the month of August.

It warranted the belief that, but for political influences,

there would have been little recovery from the depression

which occurred about the time the campaign closed.

Thus the market in 1884, as to speculative securities, ap-

pears to have been from the beginning to the end an unreal

and fictitious one. At no time, either in the advance of

February or in the panic of May, in the subsequent rally or

in the pro.stration of June, in the remarkable advance of

July and August, in the depression attending a disputed elec-

tion, or in the rally of November, had there been evidence

that prices reflected the deliberate judgment of the public in

the valuation of securities. Even in the depression near the
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end of December speculative influences were very powerful,

and those who sought revenge for previous losses, by de-

preciating the property of others who had served them the

same ill turn months before, undoubtedly pushed their ad-

vantage to the utmost.

In considering the influences which shape the course of

prices, the condition of the New York banks has been fre-

quently mentioned. As the movement in the reserve of the

banks in 1884 was altogether extraordinary and unpre-

cedented, it seems proper to give it special attention. A
diagram opposite page 40 shows how widely the amount of

the reserve held during the year, and the changes in the

amount of that reserve, differed from the record of previous

years. In 1878, the year of great depression which pre-

ceded the resumption of specie payments, the banks held

less than $60,000,000 at the beginning of the year, and thfc^

amount increased in January as usual. But the lack of

commercial and industrial activity prevented the usual out-

flow of money in February and March, so that in the last

week of March the banks still held more money than in

January. Again, the usual return of money to the banks in

April, which has swelled the reserve almost every year, did

not appear ; the changes were insignificant in amount. The
usual summer accumulation of idle money then began,

which carried the reserve up to nearly $80,000,000. In the

fall the usual outflow occurred, and the lowest point of the

year was reached in October, about $56,000,000. In 1879

specie resumption brought a great activity in the spring.

After rising to nearly $73,000,000 in January, the bank re-

serves were drawn down to $50,000,000 about the first of

April. But the usual recovery then followed ; the banks

were stronger in May than in January, and monetary dis-

turbance late in that month did not prevent the usual sum-

mer rise, which reached $77,000,000 about the ist of August.

The normal demand during the fall curtailed the reserve to
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$57>o°o,ooo, and the activity of business employed all that

the banks had to spare. In 1880, again, a similar course

was followed, except that the banks, fortified by large imports

of gold, carried larger reserves throughout the year. The
January rise extended into February, and reached $75,-

000,000. The April decline went little below $64,000,000,

and the steady advance thenceforward raised the reserve to

nearly $92,000,000 about August i. The usual fall outflow,

because of very heavy business transactions, left the banks

without any surplus about the beginning of December.

Again in 1881, a similar course was pursued with a still

higher range ; the January rise lifted the reserve to nearly

$84,000,000, and it declined to about $68,000,000 early in

March ; the usual summer advance then raised it to $99,-

000,000 in July, and it declined below $70,000,000 in Octo-

ber, with the surplus entirely exhausted by commercial de-

mands. In 1882 the January rise reached $88,000,000, the

decline reached $77,000,000 in March, and an advance fol-

lowed in May to $85,000,000, and in July to $91,000,000.

The reserves then declined' to $70,000,000 in September and

$67,000,000 in November, with the surplus exhausted in

both months. Finally, in 1883, the January rise reached

$87,000,000, and the reserve declined in March to $65,000,-

000. A steady rise reached $91,000,000 in July, and the

subsequent decline reached $77,000,000 in October.

With this record of the ebb and flow of monetary tides

for six previous years as a back-ground, so to speak, the ex-

traordinary changes of the reserves in 1884 may be better

appreciated. They are thus shown in the diagram on the

opposite page, in which the shaded portion indicates the

entire range in variation of the reserve for six years prior

to 1884 by weeks, and the black line shows the amount of

reserve held each week during that year. When the year

began the reserve had risen above $90,000,000. The rapid

accumulation toward the close of 1883 strongly indicated a
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growing excess of currency in comparison with the wants of

business. The January rise was prolonged into February,

and lifted the reserve higher than ever before, above $iii,-

000,000, so that the decline by the first of April, though as

large as usual, left the reserve above $89,000,000. But it

was a significant fact that even then, so large were the loans

and deposits, the surplus was nearly gone, and the outward

movement continued as gold went out of the country

until May 3d. Then began a recovery, when exports of

gold had stopped. But this was followed at once by the dis-

closure of the rottenness which speculation had caused, by

the panic and many failures, and by a shrinkage of the

reserve below $68,000,000 in May. Afterwards came a rise

which is more significant than any other monetary event of

the past twenty years. The usual summer advance raised

the reserve by the i6th of August to $109,000,000. Then
appeared a slight decline, but the outgo was little more than

^5,000,000 to the end of September, and the rise was then

renewed, and continued until the reserve had mounted to

almost $125,000,000 in December. The figures of the sur-

plus, showing the excess of the reserve over the legally re-

quired 25 per cent, of deposits, are still more significant.

Though the reserve was nearly $6,000,000 below the amount

required in May, by the first of July the surplus had gone

above $25,000,000—higher than ever before—and by the

first of August it reached $32,000,000. The decline in Sep-

tember was small, and reduced the surplus less than $5,000,-

000. Then it rose again to wholly unprecedented figures,

reachred $42,000,000 in November, and closed the year but

little below $41,000,000.

It is noteworthy that this great accumulation early in the

year attended, if it did not stimulate, the untimely specula-

tive advance of February. Again it sustained the market in

spite of the general course of events in March and in April.

And again, it helped if it did not prompt the untimely and
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ill-founded inflation of prices in July and in August. Thus
far the accumulation of idle money produced the usual

effect. But in the latter part of the year, the supplies of

money, though enormous and wholly unprecedented, seemed

to have no power to lift or to sustain prices. Money was

offered by the ship-load on good stock collaterals at only

half of one per cent, interest for a year, and borrowers were

not found. Few wished to borrow, even to carry 8 per cent,

dividend-paying stocks, for there was a general fear thcit the

further decline in prices, which the condition of business

threatened, and which the market seemed powerless to resist,

would subject a purchaser to losses compared with which his

gains in interest would be insignificant. The market sagged

while money accumulated, as if borne down and oppressed

by the weight of the very reserve which in ordinary times

would give wings to speculation. Distrust was increased,

strange though it may seem, by the very super-abundance of

money which usually removes distrust. Speculation had

indeed collapsed, when $125,000,000 of idle money in the

banks had no power to lift prices, or to put new life into the

Street.

In considering the causes of this collapse of speculation,

the first place is naturally given to the depression in the

general business of the country. Profits in all trade and

manufacturing had been shrinking for some time. Thou-

sands of men, who had invested their profits during good

times in securities of all kinds, or who had chosen to keep

in securities a part of the reserve funds required in their

business, had been forced to withdraw the whole or a part of

their funds from such investment. All over the world man-

ufacturing and commerce had been comparatively unprofita-

ble, and, though less seriously prostrated here prior to or

early in 1884 than later in that year, had been much de-

pressed even in this country. In place of large profits to be

invested in securities, there were large losses to be met by
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the withdrawal of money previously invested. At the same

time the consciousness of a general shrinkage in business

had caused not a little distrust in commercial circles. The
lack of confidence had become a serious impediment to

legitimate trade, as well as to speculation, and had been in-

creasing. When large crops failed to bring the expected re-

vival of business, great disheartenment naturally followed.

Men who had endured the consequences of the short crops

in 1881, and who had borne the disappointment of more
scanty profits and a less vigorous recovery than had been

expected from the fair crops of 1882 and 1883, believing

that the effects of 1881 must at last have been overcome,

counted with great confidence upon a full recovery after the

unsurpassed crops of 1884 had been safely gathered. Their

disheartenment was then proportioned to their previous

hopes, and to the urgency of the need which previous dis-

appointment had caused. Both in actual means for the

purchase of securities, and in the confidence which prompts

such purchases, the public was poor beyond measure.

Among dealers and operators who study ''the tape " con-

tinually day by day, and think only of the shifting schemes

of the kings of speculation, because these usually have most

influence upon the momentary changes in prices, it is com-

mon to suppose that the outside public has not much to do

with the course of the market. How mistaken this view is,

the events of 1884 plainly disclose. In a normal condition,

so to speak, speculation does not control any market, but is

merely an -incident. Its operation ought to be supplementa-

ry, and to follow the course of the forces which represent

the natural supply and demand. The prices of securities

ought to be made by the judgment of investors, and in a

normal and healthy market are so made. If they believe

that properties are worth more than before or have occasion

to buy more, the stocks in the Street naturally rise in price

or become scarce. If they are dissatisfied, or by previous
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disaster are compelled to sell, the prices naturally decline,

and the supply of stocks in the Street decreases. A specu-

lation which obeys and seeks to take advantage of the

changes in the natural conditions affecting prices, has its

uses. It has been often defended, and the defense does not

need repetition here, for a speculation of a very different

sort prevailed in 1884. When the speculator usurps the di-

rection which belongs to the investor; when instead of antic-

ipating changes in price he sets himself to manufacture

them; when he no longer obeys natural conditions and legiti-

mate influences, but seeks to defy them; then the market

becomes essentially false and its influence inevitably bad.

Then it is that the investor, if he perceives that advancing

prices no longer represent advancing values, wisely declines

to hold securities so manipulated. Then it is that a just

distrust multiplies the sales which a shrinkage in general

business may prompt ; the investors who may be obliged to

take part of their money out of securities choose to take

out the whole, and leave it idle rather than have it exposed

to the tricks of a market which no longer obeys legitimate

influences. Then it is that the speculators presently find

stocks coming into the Street from all directions, and are

forced to go to the banks for larger additions to their shrink-

ing resources, and if money is abundant and cheap, continue

to defy natural conditions and to manufacture false prices

still longer. But the result is only to entangle the banks in

greater or less degree, and to make them bear part of the

inevitable loss. For, sooner or later, the continued empty-

ing of stocks into Wall street by the whole world makes the

load greater than even Wall street can carry, without a

tremendous shrinkage in the prices of the things carried.

The shrinkage means ruin for some, and happy are the

banks if in such a time they escape.

Precisely these conditions, it will appear, had prevailed for

some time before the year 1884 began, and prevailed, as we
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have seen, during the early part of that year. But after the

purification by fire which the market received in May, and

after the prolonged liquidation which followed in June,

nearly all speculators and many investors were disposed to

believe that a legitimate advance might be made and sus-

tained. Just then the plethora of money, and the interests

of opposing partisans, combined with the anxiety of some

strong speculators who were still heavily loaded with securi-

ties, to produce a sudden and noisy *' boom " instead of a

gradual improvement. Speculators clambered over each

other in their haste to get stocks, and the investors, seeing

that the market was still in the complete control of men who
preferred to manufacture prices, soon gave the market more

stocks to carry. From that time to the end of the year the

speculative market found itself powerless to resist the gen-

eral tendency of industrial and commercial events. Money
was super-abundant, but the banks no longer cared to lend

to cripples, and the men who were not cripples no longer

cared to borrow. A genuine improvement in business, at

any time during the latter part of the year, would probably

have been followed by another over-hasty and inflated ad-

vance, because the supply of money available was vastly in

excess of the demands of business. But the general im-

provement did not appear, and a comparison of the prices

of other securities will show that there was small reason for

any advance in speculative stocks.
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III.

Speculative and Other Securities Compared.

It has been asked by many whether the depression of

securities in 1884 was not due to the abundance of unem-

ployed capital, which rendered inevitable a change in the cur-

rent rate of interest for money, and thus in the rate which

could be profitably paid on money invested. This' miscon-

ception, odd as it will seem to those who have examined the

matter, obtained considerable influence in 1884, and among
people who surely should have been able to perceive the

truth. It,ought to be observed, if the current rate of interest

had been lowered by an accumulation of capital, so that the

$100 which was thought worth $6 per year in i860 had be-

come worth but 3 per cent, the natural effect would be that

a security representing 6 per cent yearly earnings, instead

of being worth $100, should be worth $200. So of any

change in the same direction, within recent years. If real

it should have raised the price of all dividend or interest-

paying securities. Evidence as to any changes during the

year 1884 may be found by comparing the prices of other

than speculative securities. Incidentally, evidence may be

found as to any change in the profitableness of the business

of transportation generally, for, if the business had become

visibly and permanently less profitable, the prices of securi-

ties not active in speculation, but held exclusively for invest-

ment, would have been effected as well as the prices of

speculative stocks.

In table No. 2 in the appendix are given such quotations

for each week as have been found of forty stocks not of the

speculative class, but which are as often quoted in the mar-

kets of New York, Boston or Philadelphia, as any not of that

class. Among them are stocks of the Pennsylvania Central,
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the Baltimore & Ohio, the Boston & Albany, the Lehigh

Valley, the Pittsburgh, Fort Wayne & Chicago, the Morris

& Essex, the Chicago & Alton, the Cleveland & Pittsburgh,

the Harlem, the United Railroads of New Jersey, the Express

stocks and others which are so closely connected with the

commercial and industrial condition of the country that it

might be supposed, if any serious change in that condition

had occurred, ^the price of such stocks would have quickly

reflected it. Accordingly, it is found that some change in

the price of such stocks did occur. Yet it was not only very

much less than the change in the speculative stocks, but it

was altogether different in time as in degree, and evidently

reflected the operation of different influences. It is true

that some of the stocks here included partake to some ex-

tent of the speculative character. Thus the Pennsylvania

stock, which is often active in speculation at Philadelphia,

and is as dependent on the general condition of business

throughout the country as that of any other corporation,

East or West, was quoted at 12 1>^, April 19, and fell to

109X May 24, and after recovering only two points, fell to

ggH June 27, thus losing 21^ in two months, or over

one-sixth of its previous value. But the average loss

in the more active stocks, it will be remembered, was

more nearly one-third of their value. So the Balti-

more & Ohio fell from about 198 to 174 in two

months, or more than one-eighth, and the Boston & Albany-

fell from 180K to 156, a loss of 24^, or more than one-

seventh. The Chicago & Alton fell from 138 to 120, a loss

of about one-seventh ; the Fort Wayne fell from 133 to 120,

a loss of one-tenth. But these changes, relatively so small,

even in stocks which are to a considerable extent objects of

speculation in other markets than that of New York, and

which are peculiarly sensitive to changes in the condition of

business, show that by far the greater part of the depres-

sion in May and June was due, not to any change in the
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general state of business, but. mainly to speculative influ-

ences, and to such influences operating particularly in the

New York market. If it be supposed that all stocks found

their level in June, and considering the freedom at that

time from panic and from artificial combination to depress

prices, perhaps the inference is measurably warranted, it

must be concluded that the value of speculative securities

had been far too high, and therefore they had much farther

to fall than the less active stocks when liquidation came.

But putting all the forty inactive stocks together, it ap-

pears that their highest price for the year was reached about

the end of April, and that there had been up to that point a

quite steady advance. On the contrary, the prices of specu-

lative stocks had varied widely, and were on the whole

lower May i than at any earlier time in the year. This

tends to confirm the inference that, if the condition of bus-

iness in 1884 had governed, prices would have been higher

about May i than in any previous month. But the decline

in the inactive stocks, when it came, was relatively unim-

portant. From April 26 to May 24 the decline was about

$11 per share on $57 in average value of the speculative

stocks, or nearly 20 per cent But of the investment secur-

ities, during the same time, the decline was less than $4 per

share on an average value of $138, or about 3 per cent.

The subsequent liquidation depressed the average price of

the investment stocks about as much per share as the specu-

lative stocks were depressed during the same period, so that

the average value at the close of June was about as far

below the average value at the lowest point of May for one

class of securities as for the other. But relatively to their

value the decline in the inactive stocks was much the

smaller. The table on page 12 of the appendix will show

the price of these securities each week for comparison with

the prices of the sixty active stocks. At page ^^ in the

last chapter will be found a diagram showing the course of
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prices, week by week during the year, of the investment

stocks quoted in table No. 2, in contrast with the prices of

the more active stocks quoted in table No. i. But the lower

line, representing the investment stocks and beginning at

about 136, represents an average price above 100, and varies

through the year from $138.07, April 26, to about $130.12

July 7. During the later months a recovery appears, but

the highest price after June, which was reached August 22,

was only $133.51, and from that point to the close of the

year, the dullness in the markets caused a decline to

$132.09.

It will be inferred from this contrast that the prices of

the investment stocks were to some extent affected, both

directly and indirectly, by speculative influences. In a few

of these stocks there is always somewhat active speculation

at Philadelphia or Boston. But others were held by indivi-

duals or institutions whose ability to hold was impaired by the

great decline in the prices of the more active stocks. These

unhappy holders, driven to save themselves as best they

could, and finding at times no market at all for many stocks

of the more active sort, were forced to dispose of their most

valuable securities at some sacrifice in order to secure im-

mediate relief. Thus much of the depression in May and

afterwards in June, in the prices of investment securities,

was no doubt directly due to the fall in the prices of

speculative stocks, and gave no evidence whatever of a

change in the condition of business generally, or of a change

in the transporting business, or in the profits of the roads

particularly represented. But the fact that these securities

did not afterwards recover the prices at which they had been

maintained during the first four months of the year indi-

cates either that they, as well as the more active stocks, had

been held prior to the collapse at prices relatively too high,

or that the actual profits of the transporting business had
^

been reduced during the year, and were less near the close
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To some extent, both explanations are supported by other

facts. Evidence has been observed tending to show that at

the beginning of the year prices were generally too high,

with reference to the earning power of the properties repre-

sented. Other facts have tended to show that legitimate

trade and productive industry were more unfavorably af-

fected during the later months of the year than at any time

prior to the ist of August.

It will be found instructive to consider next in order the

changes in the prices of railroad bonds. These securities,

representing many of the same properties which are repre-

sented by stocks already quoted, but having priority in claim

upon the earnings, should command more steady prices and

be less affected by speculative influences. This is found to

be the case. In table No. 3 of the appendix, quotations of

sixty railroad bonds are given, but only for each month in

the year. The reason for this change will be readily under-

stood. Most of these securities, being but rarely bought or

sold, have from week to week the same quotations with but

rare changes. Had only those been selected for quotation

whose prices frequently change, the list must have been con-

fined mainly to the securities of roads in financial difficulties,

or of comparatively little importance. An effort has been

made to represent the most important roads of the country

as far as possible, by the selection of one class of bonds for

each road, and preference has been given to that class which

may be most appropriately quoted for a considerable number

of years. The table shows that the greater number of these

were comparatively steady in price, and had a much larger

number of bonds been included, the only result would have

been to render the comparison of less interest and value.

In a table on page 61 will be found a comparison of the

average price, about the beginning of each month, of all

the bonds quoted in table No. 3 of the appendix. It hap-
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pens that the points of greatest depression or advance dur-

ing the year closely preceded the beginning of a month, and

the recorded quotations are more complete about the begin-

ning of each month than at intermediate periods. Hence
the quotations given represent the course of the market as

fairly as if a statement of quotations weekly had been at-

tempted. The tendency of the market was upward until

April, for bonds as for investment stocks. But the highest

average price for bonds was reached about the ist of April,

and was |i 14.68. From that point to the lowest average of

quotations, which appeared about the ist of August, the de-

cline was 5 3-4 cents on the dollar. The lowest prices were

reached fully a month after the depression in June had

passed, but this is mainly because most of the securities in-

cluded were quoted with interest about the ist of July, and
were quoted for the first time without interest about the 1st

of August. Reckoning the July quotation, it appears that

the decline from the highest point during the year was less

than five cents on the dollar, and the recovery by the close

•of the year was over two cents. After the period of specula-

tive excitement had passed, many forced sales of bonds fol-

lowed, as of investment securities, during the progress of

continued liquidation. In many other cases, persons who
desired to buy stocks because of their extreme depression in

price found it necessary to sell bonds in order to command
the money. When allowance is made for the depression

which sales from such causes must have produced, it is seen

that the prices of bonds were sustained throughout the year

with surprisingly little change. Yet a considerable number
of securities are included of roads which were either forced

into bankruptcy during the year, or by the decline of earn-

ings were compelled to pass accustomed dividends. In

such cases, apprehension on the part of bond-holders was
natural, and when it is considered how long a time is

usually spent in reorganizing the affairs of a road, after pay-

k
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ment of interest has once been suspended, it seems surpris-

ing that apprehension did not cause more general sales of

bonds and greater changes in price than actually appear.

But a comparison of this record with that of the prices of

inactive stocks shows that the movement in both classes of

securities was governed by substantially the same laws. In

both there was a considerable advance during the first part

of the year. In both there was a decline, of about the same

relative importance, at the time when the condition of the

stock market caused the greatest number of forced sales, or

most strongly tempted the holders of bonds or investment

stocks to transfer their money to the purchase of more active

securities. In both classes, also, there was some recovery

toward the close of the year, but in both that recovery failed

to reach the level of prices attained during the first half of

the year. In the light of these comparisons, it becomes

difficult to believe that the changes in the prices of railway

securities were due wholly or mainly to changes in the con-

dition of the transporting business. On this point, evidence

is also obtained by examining the prices of other securities

not connected with the railway business.

It is natural to look first at the bonds of the United

States, of the States, and of cities. Quotations of these,

sixty in number, are given in table No. 4 of the appendix.

An effort has been made in the selection to choose securities

which could be properly quoted for a considerable term of

years, and to represent as many different organizations or

political authorities as possible. We are accustomed to say

that the value of securities of this class depends wholly

upon the public faith. This is nearly true ; if a government

pleases, it can pay just as long as the people can bear the

necessary taxation. But it becomes no longer a question of

public faith, whether a debt shall be paid or not, when a

prostration of industry in any State or city is so great that

the collection of revenue is materially impaired. Given an
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unchanging determination to pay, any depression in trade

or industry which falls short of the point at which the tax-

paying power of the community is seriously impaired, does

not affect the payment of interest on its outstanding debt.

Thus it will be found that the securities of this class, during

the year 1884, were but little affected in price. In table

No. 4 of the appendix quotations are given monthly, and in

the table on page 61 will be found the average price of

these securities for different dates. It is to be observed,

however, that the prices ot the United States and , other

bonds were to a considerable extent affected about July ist

by the payment of interest. Yet, in spite of this fact, the

depression at that point was remarkably small and it is

worth noting that it was smaller in the bonds of cities than

in the bonds of States or of the United States. No doubt

this was mainly due to the fact that there was a more ready

market for the Sdle of bonds of the latter classes, and con-

sequently a greater number of sales resulted from the con-

tinued liquidation in the stock market, or from the desire of

investors to take advantage of the low prices there prevail-

ing. Thus the decline in governments, even after allowance

for the payment of interest, was quite as great as in the

bonds of cities. But, excepting the temporary change

already mentioned, there was substantially no depression

worth considering in the prices of securities of this class

during the whole year. The conclusion to which the quota-

tions pomt is that at no time during the year was there such

prostration of trade, or such depression of industry, as to

sensibly affect the power of communities to pay the accus-

tomed taxes or to meet their obligations.

Let us next turn to the stocks of banks. The vast amount
of capital invested in over 2,600 National banks, and their

intimate connections with the movements of trade in all

parts of the country, would render a comparison of their

stocks exceedmgly interesting and instructive if there were
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regular quotations for all of them. But out of more than

2,600, probably less than one-tenth are anywhere regularly

quoted, and in many instances the quotations are but

nominal and for many consecutive months represent no
actual transactions^ The dealings in this class of securities,

outside a few of the chief cities, are not sufficiently accurate

to afford any indication of the profitableness of the banking

business. If such an indication is to be found anywhere,

however, it must be in the cities of New York and Boston,

and the more because banks of considerable importance in

both of those cities failed during the year under considera-

tion. Although the National banks of these two cities are

closely connected with the market for securities, it is be-

lieved that the quotations of the stocks of New York and

Boston banks will afford a better indication of the changes

during the year in bank stocks generally than any compari-

son of the stocks of selected banks of other cities. In table

No. 5 of the appendix will be found monthly quotations of

these stocks, except for the month of March for Boston

banks, and in that month no change of consequence occurred.

As before, the average price of these stocks at each date is

given in the table on page 61. It will be observed, first, that

the prices of bank stocks both at New York and at Boston

advanced during the year until about first of May. In this

respect, the course of these securities corresponds with the

course of Government, State and city bonds, railroad bonds,

and investment stocks, but contrasts sharply with the course

of speculative stocks. The decline in June and July was

considerable in both cities, but greater -at New York, as is

natural, on account of the failure of the Metropolitan Bank

and others not quoted But it will be observed that a lower

level of prices was reached at Boston about the first of

December than in the month of panic, or in June. At New
York, on the contrary, the lowest average reached during the

year was about the first of July, coinciding closely with the
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point at which the lowest prices for active stocks were made.

From that date some recovery followed, notwithstanding the

continued and great decline in the stock of the Metropolitan

Bank. The average of prices at New York about the first of

December was nearly two cents on the dollar higher than

the average about the first of July, whereas at Boston it was

a little lower. A natural explanation will be found when the

prices of manufacturing stocks are reviewed. A large part

of the industrial capital of New England is represented at

Boston, and the material depression in manufacturing toward

the close of the year undoubtedly caused many to sell bank-

ing and other securities, about that time, which they had

been able to hold during the months of panic inactive stocks.

Considering the close connection of these securities, and of

the institutions which they represent, with the speculative

markets, it must be admitted that they show a creditable

steadiness in price. A purchase of one share of each of these

banks, in the two cities most closely connected with specula-

tion, at the prices of January i, 1884, would have shown

May I, an average profit of $2.75 on $100, and an average

loss July I of only $3.30 on $100, so that the decline from

the highest to the lowest point was less than 6 per cent. If

there had been any such general prostration of business, out-

side of the speculative markets, as has been seen in other

years of disaster, surely the prices of bank stocks in these

two great commercial cities must have been more largely af-

fected. Indeed, the steadiness of these prices, when the con-

nection of the banks with speculative operations is con-

sidered, has been quoted as evidence that there is less danger

from such a connection than many have believed, either to

the bank^, or to their customers who are engaged in legiti-

mate business. The list of quotations, it will be observed,

includes over 100 banks, of which one failed during the year.

Out of the 2,660 National banks in the country, only 11

failed during the year, so that the proportion of failures to
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banks in the table of quotations, namely, i in loo, is consider-

ably in excess of the proportion of bank failures in 1884 to

the whole number of banks throughout the country. The
conclusion is clearly justified that the panic of May and June

was not caused by disorder or stagnation in the general busi-

ness of the country, nor by any weakness in the banks apart

from their connection with speculation. At Boston, where

the condition of the banks depends more on manufacturing

than on speculation, prices were lower at the end of the year

than in May or June. But at New York the fall in prices

may well be compared with the diagram given at page 40,

showing the movement of bank reserves at New York weekly

during the year 1884 and in other years.

It has been stated that the New York banks started in 1884

with $10,000,000 more idle money in reserve than they had

ever held at that season in an}^previous year. In each of the

six preceding years, a sharp advance in the reserve had oc-

curred during the month of January, never exceeding about

$10,000,000, the gain in 1879. But in 1884, from January i

to February 9, the increase in the reserve of the New York

banks was over $21,000,000, and the amount then held at the

latter date, $111,000,000, was larger by $23,000,000, than

had been held during the first quarter of any previous year

in the whole history of the banks. In every year since the

resumption of specie payments, a material decrease of the re-

serve followed the January accumulation, and was due to the

more active employment of money in preparation for the

spring trade. But in 1884 the decline which began February

9, and which took out of the banks prior to April i about

$21,000,000, left them with larger reserves than thej had

held at that season in any previous year. If di.strust was

anywhere felt, it was not on account of the general condition

of the banks or of business throughout the country, but ex-

clusively because of the rumored connection of some of the

banks with speculative operations, in which it was suppo.sed
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that they had sustained serious losses. When a large outflow

of gold to Europe occurred in April, and the reserves of the

banks were further depleted, instead of increasing as had

been usual at that season, there was still no apprehension as

to the monetary situation, nor was it considered that the ex-

ports of gold justified any alarm. The correctness of these

impressions was proved by subsequent events. After the out-

flow of gold had ceased, namely, on the 3rd of May, the

banks held a surplus, above the reserve required by law, and

held reserves amounting to ^84,000,000, which had been ex-

ceeded at that time in the year only twice in their whole

history, and then but little. Moreover the reserve began to

rise at once, when the outflow of gold came to an end, and

the surplus on the lothof May amounted to about $4,500,000.
'

The disturbance which followed, in reserves and in prices of

bank stocks, was due exclusively to the connection of certain

banks with speculative operations. The failure of the Marine

and Metropolitan banks, and the great defalcation in the

Second National, caused for a time a notable decrease in the

amount of reserves held by the banks still reporting, and in

place of a surplus they reported a deficit. But the diagram

shows clearly that this weakness, resulting from speculative

connections only, was quickly followed by a wholly unpre-

cedented accumulation of money at this point. As soon as

the banks had recovered from the immediate pressure of

panic, the reserves mounted to $88,000,000 by the first week

in July, a point never exceeded at that date but once; to

$107,000,000, by the last week in July; and later in the year,

notwithstanding all demands on account of the movement of

grain, to $125,000,000, about $26,000,000 more than they had

ever held in any previous year. It was not possible to doubt

that this tendency toward the accumulation of unemployed

money had been in operation all the year. Except for a

short time during the weeks of panic, the banks had at com-

mand more nioney than they could possibly employ legiti-



58

mately, and more money ' by far than had ever been ac-

cumulated at any previous time in their history. Whatever

other cause may be assigned for the depression in 1884, it

can by no rational being be attributed either to scarcity of

money in the country, or to scarcity of money in the vaults

of New York banks, or to unsoundness of those banks

generally. With few exceptions, the banking system was

sound, and confidence in it was unshaken. The enormous

accumulation of money, which supplied fuel to the fire of

speculation, whether in any respect a cause of the panic or

not, was at all events indisputable proof that the panic was

not caused by distrust of the banking system in the chief

commercial cities.

There remains to be considered a very important class of

securities. According to prevalent opinions, the shrinkage

in railroad values during the year 1884 was in large meas-

ure due to depression in manufacturing industry. That this

was to some extent the fact is undeniable, for in the coal

producing and iron manufacturing regions the decrease in

production of iron had caused a decrease in traffic But

this change in iron and coal mining, and in iron manufac-

ture, was rather an effect than a cause of the depreciation

in railroad securities. It was distinctly due to the stoppage

of railroad building, which resulted from inability to sell

bonds and stocks, and that inability will presently be traced

to the operations of the railroads themselves. As respects

other branches of manufacture, important evidence may

be obtained from the prices of manufacturing stocks at

Boston. The securities there quoted embrace not only

woolen and cotton mills but other works of considerable

representative importance, and give a fair idea of the course

of manufacturmg stocks throughout the country. In table

No. 6 of the appendix, the prices of all stocks commonly

quoted at Boston, with a few that appear to have been

quoted only at New York, are given for the year 1884 as
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fully as possible. But quotations have been omitted of a

few new stocks which were not quoted during the earlier

years embraced in this review. This comparison is in some

respects peculiarly instructive. The prices quoted at the

beginning of the year in most cases included the dividend

then earned but not yet paid. The considerable decline in

price, which appears February i, is mainly if not wholly due

to the payment of these dividends. A small decline in

February is readily explained by the state of business, which

was unusually interrupted during the month by storms and

by the diminishing prospect of activity m spring trade. But

a recovery of the same amount per share followed from

March ist to April ist, and the decline in April was less-

than the advance in March. Generally, therefore, it may

be said that the prices of manufacturing stocks were main-

tained with scarcely any change worthy of notice, after the

payment of dividends in January, until the ist of May. If

there had been any serious prostration in manufacturing in-

dustry at that time, it is probable that the price of stocks at

Boston would not have been so well maintained. Here it is

natural to ask how a prostration in manufactures can be said

to have caused any depression in railroad stocks, at a time

when it did not cause any depression in manufacturing

stocks. Thus there appears another convincing proof that

in its important movements in April and May, 1884, the

stock market was governed by considerations and influences

quite apart from the general course of trade or of industry.

In theory, that market is a sensitive barometer, which

quickly answers to any improvement or depression in the

business of the country. But in fact, during the early part

of the year 1884, that market was in such a condition that

it did not obey these influences, but was artificially forced

up or down, without regard to the state of business. For

this reason, if for no other, it was both false in its indica-

tions and dangerous to those who had to do with it.
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The panic came in May, before there had been any signi-

ficant change in the course of manufacturing stocks. After-

wards some decline in those stocks necessarily resulted, as

in bank stocks, bonds and investment stocks. Many persons

who held manufacturing stocks were also interested in rail-

roads, and were either forced to realize as best they could,

or were induced by the sudden and apparently excessive de-

cline in the stock market to invest more largely than before

in railway securities, or to sustain stocks in which they al-

ready had large investments. All these causes operated also

in June, so that prices were lower about July i than at any

previous time during the year, but the decline in manu-
facturing stocks during May and June was not at all propor-

tioned to the decline in railway securities. About one

quarter of the entire value of active stocks January ist was

lost in the two months between May ist and July ist, but

only about 4.1 per cent of the entire value of manufacturing

stocks January ist was lost during the same two months.

It would not be unreasonable to say that the mere sympathy

with the panic in railroad stocks, the decline due to forced

sales or to the personal connection of individuals with both

interests, would fully account for all the depression that ap-

peared in manufacturing stocks during these two months.

In fact, the depression was relatively less than in the invest-

ment stocks during the same time, and but little greater than

the decline in railroad bonds. In the following table are

shown the average prices about the first of each month in

1884, of each class of securities thus far considered. In the

first column is given the average price of sixty active stocks,

excepting that for June i the average of May 24 is given,

and for July i the average for June 27th. In the second

column appear the average prices of forty investment or in-

active stocks, and in the third column the average of sixty

railroad bonds. In the fourth column appear the average

prices of thirty-eight city bonds, which, with the prices of
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shown in the eighth column, and the prices of three United

States bonds shown in the ninth column, appear in table

number 4 of the appendix. In the fifth column are shown

the average prices of fifty manufacturing stocks; in the sixth

the average prices of forty New York bank stocks, and in

the seventh the average prices of fifty-three Boston bank

stocks. Thus this table presents a complete statement of

the course of all classes of securities, ^6;^ in number, and

the contrast between the changes of price in the different

classes will be found exceedingly instructive :
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Bonds.

113'

113-

114,

114.

114,

112.

109,

108,

26 III.

91
00
88

09

III

III.

112,

112

City
Bonds.

III.

112.

112.

112.

113-

112.

III.

IIO.

III.

IIO.

III.

Ill,

III,

Manuf.
Stocks.

125
121

120
121

120

117

115
III

III

113
IIO
108

IIO

N. Y.
Bank

Stocks.

194
198

199

197
200

187
181

185

185

183

183

183

183

Boston
Bank

Stocks.

122.97
124.64

124.27
125.94
124.62
123.21
121. 91

122.45
121.35
123.13
121.48
122.36

State
Bonds.

89-95
91-37
91.48

U.S.
Bonds.

124.45
125.17
125.17

91. 131125.37
91.62124.87
>70

85.55
87.24
86.96
86.59
86.33

1.30

120.66
120.33
122.25
122.33
121.75
122.71

123.92
88.85 122.33

During the months of January, February, March and

April, every class of securities excepting the active railroad

and manufacturing stocks advanced in price above the level

of January ist. In the months of May and June, Boston

bank stocks and city bonds declined 2.2 per cent of their

original price ; United States bonds declined 3.6 per cent,

and railroad bonds 3.7 per cent; manufacturing stocks de-

clined 4.1 per cent, investment stocks 5.8 per cent, and New
York banks stocks lo.o per cent. But for the failures of

banks in New York, because of direct connection with

speculation, the decline in that class of securities would have
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been small. Meanwhile, during the same period the specula-

tive stocks declined 23.8 per cent. Compared with other

securities, therefore, the manufacturing stocks were almost

as steady as if the prosperity of manufactures and of indus-

try generally had been entirely undiminished throughout the

first half of the year. This was not quite the fact. In some
respects, the outlook for manufacturing interests had become
more unsatisfactory before the first of July. The building

of railroads had been checked, and the sales of bonds upon

which some new enterprises had relied had been arrested.

On the other hand there was the certainty of large crops,

and a prospect that the farmers, if their labor was rewarded

by sales at fair prices, would be both able and disposed to

purchase largely of manufactured products.

It is at this point that the record of manufacturing stocks

becomes peculiarly instructive. While the active railway

stocks were jumping upward in July, as if all the past de-

cline had been utterly foolish and senseless, and the country

was on the high road to prosperity again, the average price

of manufacturing stocks declined more in July than it had

in May or June. In August, moreover, there was no im-

provement. After a slight improvement m September, the

average of prices went lower still in October, so that by the

first of November lower prices were made than at any pre-

vious date during the year. And again, notwithstanding the

advance in the price of speculative stocks in November, due

in large measure, as has been shown, to speculative in-

fluences, the manufacturing stocks continued to decline so

that the average of quotations for December first is the

lowest in the record for the year. If full quotations could be

obtained for the intermediate days, it is probable that the

lowest prices of the year for these stocks, as for many others,-

would be found to have been made about the middle of

December. It is well known that the general condition of

business throughout the country corresponded closely with
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the course of these stocks. During the Presidential cam-

paign there was weary waiting, followed by sharp depres-

sion afterwards, when it was seen that the stagnation had

been due, not as many had said and many others had be-

lieved entirely to political causes, but in large measure to

other influences. When the hopes of recovery after the

political excitement had passed, or as a consequence of this

or that political decision, were all disappointed, and men
were forced to realize that the most important causes of dis-

order still remained and were not yet in the way to be re-

moved, the pressure became severe. Many establishments

closed. Many others cut down the number of hands or the

number of hours' work, and many more reduced wages. It

was estimated by a financial journal that the average reduc-

tion of wages was about lo per cent between the Presi-

dential election and the close of the year, and that over 300,-

000 persons were out of employment near the end of the

year, most of whom had been fully employed when specula-

tive stocks were at their lowest prices.

In the light of this comparison, it appears, clear that the

rise in railroad stocks during the fall was an unwarranted

attempt to resist the general tendency toward lower prices,

as the legitimate result of less active and less prosperous

business. A moderate recovery from the point of extreme

depression might have been sustained. But the advance in

the prices of active stocks in July averaged 177 per cent of

their price at the beginning of the year, while investment

stocks advanced only 2.3 per cent, bonds only 2.4 per cent,

bank stocks only 2,5 per cent, and manufacturing stocks de-

clined. Evidently the market for speculative securities had

become false and deceptive. Its movement was without

reason, and in defiance of the facts. Its advance in July was

followed by a stagnation in August, and by decline in

September, and by greater decline in October, because the

artificial support gradually wore out. The still greater de-
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cline in November and December plainly indicated a col-

lapse of the forces by which in July the prices had been so

unreasonably advanced, and during the fall so desperately

maintained, in Gisregard of legitimate influences. The con-

trast between the movements of different classes of securities

can in no other way be more clearly shown than by the table

and diagram which follow. In the table, which corresponds

with that of the average prices of different classes of stocks

on page 6i, the proportion of the average price for each

class about the beginning of each month to the average at

the beginning of the year is shown; thus, if an equal amount

had been invested at the beginning of the year in each of the

sixty railroad bonds, every $ioo so invested would have been

worth $101.20 at the prices of April i, but only $96.10 at

the prices of August ist :

.

Active Invest R. R. City
Bonds.

.Manuf.
N. Y.
Bank

Stocks.

Boston
Bank

Stocks.

State U.S.
Stocks. Stocks. Bonds. Stocks. Bonds. Bonds.

Jan. I. IOC IOC 100 100 100 lOO ICO 100 100

Feb. I. 99.2 99.9 100.3 100.3 96.5 IOI.8 IOI.3 161.

6

100.6

Mar. I. 97.7 100.3 100.9 I00.8 95-5 102.5 IOI.7 I06.6
Apr. I. 93.6 IOI.3 IOI.2 100.9 96.5 lor.4 lOI.I iioi.3 100.7
May I. 90-3 IOI.5 100.6 IOI.7 95-6 103. 1 |io2.4 |ioi.8 100.3

June I. 78.1 98.8 99.2 100.4 93-2 96.1 101.7
1
99.7 97.0

July I. 66.5 95.7 96.9 99.5 91-5 93.1 100.2
1 95.1 96.7

Aug. I. 84.2 97.6 96.1 99.0 88.7 95.3 99.1 97.0 98.0
Sep. I. 82.3 98.0 98.5 99-5 88.6 95.6 99.6 96.6 98.

p

Oct. I. 78.3 97-7 98.4 99.2 89.9 94.1 98.7 96.2 1 97.9
Nov. I. 73.4 97.0 98.5 99.4 87.5 94-5 100.3 95.9

,

98.6
Dec. I. 76.3 97.7 98.9 99.6 86.4 94.2

I

98.8 98.1 1 99.6

Jan. I. 71.4 97.0 99.1 99.8 88.2 94.5 99.5 98.7
j

98.0

The relation of these figures will be more readily per-

ceived by the diagram opposite this page, in which each

line represents the changes in the average prices of one

cla.ss of securities in proportion to the average price of that

class at the beginning of the year. Thus it shows that, out

of every $100 invested in active stocks at the prices of

January first, $33.50 were lost July ist. Out of every $100
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invested in manufacturing stocks, at the prices of January

ist, $8.50 had been lost, and in the stoclcs of New York

banks $6,90. But out of $100 put into the investment

stocks, at the prices of January first, the loss at the lowest

point had been only $4.30. In the diagram, for the sake of

clearness, the almost unvarying lines representing the prices

of United States, State, city, and railroad bonds are omitted;

in railroad bonds the loss at the lowest point was only $3.10

on an investment of $100; in United States bonds only

$3.30, and in the bonds of cities only 50 cents. The aver-

age quotation of active stocks, as compared with their quota-

tion January ist, is shown by the line marked "A." In like

manner the course of manufacturing stocks, with reference

to their price at the beginning of the year, is shown by the

line marked "B;" the price of New York bank stocks, in

the same manner, by the line marked " C," and the price of

mvestment stocks by the line marked " D." Taking into

consideration the effect of interest or dividend periods, it is

easy to trace through the year the wide variation in the in-

fluences which affected the different classes of securities.

The want of correspondence between the line representing

the course of speculative stocks and the other lines in the

diagram, and the still sharper contrast between the course

of- those stocks and the course of the bonds and Boston bank
stocks not here represented, directs attention clearly to the

fact that the course of the market for speculative stocks was

not governed by the influences which in the main controlled

the prices of other securities. For a time, it is true, the

stocks of the New York banks showed a disposition to

sympathize with the speculative stocks, in which it was

feared the fate of not a few banks had become inextricably

involved. But when the immediate effect of the panic had

passed, these and other securities were clearly governed by
influences to which the market for speculative stocks did

not respond. While a tremendous advance was made in the
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active stocks, which it was afterwards found impossible to

sustain, the other securities remained comparatively steady,

while the manufacturing stocks continued to decline toward

the lower level reached near the close of the year, in cor-

respondence with the general depression of industry.

Certain causes of this unsoundness of the market for

securities already loom up and assume great importance, as

the phenomena of the year 1884 alone are examined. But

before an attempt is made to define and discuss them, it is

necessary to ascertain whether the market for speculative

stocks differed so widely in the previous years as in 1884

from the market for other securities. If it can first be ascer-

tained when the prices of active stocks ceased to represent

true values and became fictitious and false, there will be less

difficulty in assigning to different causes their relative im-

portance and in defining them with precision.
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• IV.

The Tides of Trade.—Panic of 1873.

As every year is the child and heir of all previous years,

so the year 1884 can be thoroughly understood only in the

light of its inherited characteristics, so to speak. The vir-

tues and the vices of the child are never more clearly trace-

able to parents than the peculiarities of the year 1884 to the

events of the preceding years. Standing alone, that year

would be an insoluble enigma. Great crops failed to bring

expected prosperity. With 100,000,000 bushels of wheat

lying in granaries and elevators, and carried by bankers and

dealers, we sent abroad $20,000,000 in gold during the

month of April to pay for products imported. With manu-

facturing labor well employed for more than half the year,

and stores crowded with goods, and barns bursting with

grain, the farmers failed to sell their grain, and the mer-

chants failed to sell their goods, and the manufacturers had

to close their works. The year 1883 had been one of gen-

eral shrinkage in business. Profits had been cut down dur-

ing that year in nearly every branch of industry and trade.

Increasing competition between the railroads had caused a

growing distrust of railway securities-. Some severe disas-

ters had occurred during that year, particularly in specu-

lative markets. In cotton, Morris Ranger had collapsed,

and dragged down with him a score of operators. In pro-

visions, McGeogh had failed for several millions, and his

failure involved that of many others. In grain, the specula-

tion had been violent and to many disastrous. The King of

Coffee had gone down, as well as the Lord of Lard

and the Monarch of Leather. For such a carnival

of reckless speculation, no student of financial records

or of economic laws needs to be told that there must

have been some unusual and powerful causes. But
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for those causes one is compelled to look back

still farther. Thus we are brought to the year 1881, with its

enormous mflation of prices, and development of the rail-

way system, and growth of speculation and of the facilities

by which speculation is enhanced. The state of things dur-

ing that year, in turn, is soon found to be the result of the

conditions under which the resumption of specie payments

was prepared, prior to January ist, 1879. And finally, for

the extraordinary prostration of business in 1877 and 1878,

and the low prices then prevailing, it is necessary to seek

the causes in the industrial and legislative history of the

country prior to the panic of 1873.

Business moves in great curves, not unlike the orbits of

heavenly bodies. The astronomer who can fix the position

of one of these bodies, at several points in its orbit, can cal-

culate from them the nature and extent of the orbit in which

that body moves, and thus measure with great precision the

forces to which it is subjected, and the course which it has

pursued in intermediate times and will pursue hereafter.

With less of scientific exactness, but after the same general

method, the student of business finds it necessary to take

observations at widely separated points, in order to calculate

the course in which industries and commerce are moving.

Jt is especially useful if he is able to select points which in-

clude the whole orbit, so to speak
;
periods of great de-

pression, and the succeeding periods of maximum activity

and prosperity. In the United States it happens that this

can be done by a comparison of events for the past thirteen

years. The speculative period which preceded the collapse

of 1873 did not reach its culmination until 1872, when the

enormous imports, the enormous productions of industry in

various branches, i\w. high prices prevailing^he expansion

of currency, the speculative activity, and the boundless hope,

had not yet met any serious reaction. From that point, as

is well known, a course of continuing disaster lasted until
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1877 or 1878. In some branches of business, it will be

found that the period of greatest depression was passed in

1877. In others, and apparently the larger number, the

point of greatest depression was not reached until the latter

part of the year 1878, and the fact that in that year the

prices of some important products were lower and the num-

ber of failures was far greater than in any previous year of

the country's history, leads naturally to the conclusion that,,

on the whole, the point of least prosperity and of lowest

prices for many years may be sought during that year with

success. Then began another period of improvement and

of speculation, which reached its height in 1881 or 1882,

and this in turn was followed by the downward movement,

of which the collapse in 1884 was an essential part. If we may
consider the world of business as a comet, sweeping swiftly

around the sun at its perihelion in 1872 and again in 1881,.

enjoying then the greatest heat and light and the most sur-

prising rapidity of motion, its course may thence be traced as

it starts off to the distant regions of cold and darkness, with

ever-retarding velocity as the momentum fades away, until

at last stagnation comes, and presently the business wo.rld

turns slowly backward toward the sun of prosperity again.

To pursue this examination with ascertained facts for a

guide, let us first compare the prices of active securities for

each of the thirteen years, 1872-1884 inclusive. It will not

be found necessary to give attention to all the changes of

each year. If the precise points can be fixed at which the

general change' of direction began, we shall find that after

an upward movement commenced the prices of securities

advanced so far in harmony that the average of their highest

points during each year is ever higher than that of the pre-

ceding year, and the average of their lowest points during

each year is also higher than that of the previous year.

Thus, if the aggregate cost of sixty active stocks, at the
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highest prices reached by them at any time during a certain

year, is $6,000, so that the average of their highest prices is

$100, this maximum is not reached by the average price of

those stoclcs at any one time during that year. And again, if

the aggregate cost of the same stoclcs, at the lowest prices

touched by them at any time during the year, be $4,200, so

that the average of their lowest prices is $70, this minimum
is not reached by the average price of those stocks at any

one time during that year. Whatever wild fluctuations may
have occurred, however wide may have been the changes in

the prices of particular stocks, the average price of the

whole must at all times during the year have moved within

the limit thus fixed, never exceeding $100 in any rise, nor

fallmg below $70 in any decline. In fact, as it never hap-

pens that all securities reach their highest or their lowest

points during a given year on the same day, the average

price at any point of time during the year is rarely near the

average of the highest or of the lowest prices of the same

stocks. Hence if it be found that the range of speculation

thus bounded, so to speak, was in one year between 30 and

45, and in the next year between 40 and 55, and in the next

between 50 and 65, and in the next between 60 and 75, it is

unnecessary to search any of these years between the first

and the last for a change in the general tendency thus de-

fined.

In table No. 7 of the appendix, the highest and lowest

prices of sixty active railway stocks are compared for the

thirteen years, 1872-1884 inclusive. The aggregate and the

average of the highest and of the lowest prices attained by

all the stocks included are obtained from this table for each

year, and the table also gives their prices at the close of

each year. The following shows for each of the thirteen

years the average of the highest prices reached at any time

in that year by sixty stocks, the average of the lowest prices
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the average of their closing prices:

Year.

1872

1873
1874
1875
1876
1877
1878

1879
1880
1881
1 88 1 (New)
1882

1883

Highest.

76.57
69.61

58.79
53.50
47-28
36.33
37-77
67.86
87.04
101.54
99.80
94-85
79-86
66.28

Lowest.

57.57
40.83
41.79
36.14
27.58
20.58
25.51
33-85
51-74
69-93
71.86

63-77
57-58
38.68

Closing.

66.40
50.89
47.92
40.67
29.63
29.70
32.99
58.68
78.92
79.92
81.99
72.27
61.28

44-56

Here there is traced with perfect clearness a downward

movement for 6 years ending in 1877; an upward movement
for 4 years ending in 1881, and a downward movement for 3

years extending from 1881 to the end of the record. It is

entirely clear that no general change in direction need be

sought excepting in the years 1872, 1877 or 1878 and 1881,

—for it has already been shown that the upward movement

about July I, 1884, has not been sustained, and the year left

the market in an uncertain state without indication that a

definite recovery had begun. But there is needed first some

explanation respecting the selection of stocks, and the two

sets of averages given for 1881. It has not been found

possible to quote the same securities, in such number as is

desirable, for the entire period under consideration. Had a

smaller number been selected, those of greatest activity and

importance at certain points, upon which the character of the

market then largely depended, must have been omitted.

Thus the tone of the market in 1884 would not be satis-

factorily shown, if only those stocks should be compared of

which quotations could also be given for the year 1872. Nor
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correctly represeted, if the comparison for that year were

confined to the stocks which could also be quoted for the

year 1884. The following changes have therefore been made.

During the period of advance after 1878 the new stocks

which then came into favor and importance are from time to

time substituted for those which passed out of notice or out

of existence. But, in order that this transition may not

vitiate the general comparison of prices prior to and after

the years 1878-1881, the changes are made at points where

the aggregate market value of the old stocks dropped is

nearly the same as the aggregate market value of the new
stocks taken up. Thus at the end of 1878 there are dropped

the Boston, Hartford and Erie, which had ceased to have

any market value, the Rutland, common and preferred,

which had nearly reached the same position, the Catawissa,

which was quoted only in Philadelphia and rarely there, the

Cheshire preferred, which was rarely quoted even at Boston,

the Cincinnati, Hamilton and Dayton, which was rarely

quoted even at Cincinnati, the Cincinnati, Sandusky and

Cleveland, which had become nearly worthless, the East

Tennessee, Virginia and Georgia, and the Rome, Watertown

and Ogdensburg, which at that time passed out of sight for

some years, the Maryland Coal and the Spring Mountain

Coal stocks, which had become too rarely quoted to be of

any service, and the Ohio Central which had for some time

been quoted at Baltimore only. In place of the preferred

stock of tho old Toledo, Wabash and Western, the new

Wabash purchasing receipts were quoted, and afterwards the

stock of the new Wabash company. In place of the old

Toledo, Wabash and Western common stock there was

quoted the stock of the St. Louis, Kansas City and

Northern, which at that time began to be active in the mar-

ket, and was subsequently exchanged dollar for dollar for

the common stock of the Wabash, St. Louis and Pacific.
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The new stocks taken up from this point, and those dropped,

with the value or latest quotations of each at the close of the

year 1878, are shown in the following statement:

Old Stocks Dropped. New Stocks Included.

Boston, Hartford & Erie.

.

Catawissa
Cheshire preferred

Cin., Hamilton & Dayton.
Cin., Sand. & Cleveland. .

E. Tenn., Va. & Ga
Rome, Watertown & Ogd.
Rutland

" preferred

Ohio Central

Maryland Coal
Spring Mountain Coal, . .

,

$6 00
25 00
15

4
38
II

2

6

00
25
00
GO
GO

75
23 50
ID GO
50 GO

Burl., Cedar Rapids & No. $23 00
Canada Southern 45 50
Denver & Rio Grande n 75
Houston & Texas Central. IG 00
Long Island 12 GO
Nash., Chattanooga & St. L. 25 gg
Northern Pacific 5 00

" *' preferred. 27 37
Richmond & Danville. ... 4 OG
San Francisco 387
" " preferred. .

.

5 25
" " first pref n 75

Total $191 50 Total $184 5G

It appears from this comparison that at the point of

change the new stocks taken up were worth $184 50, while

the old stocks dropped were worth ^191 50. Substantially

no change in the average value of the whole number of

stocks embraced was therefore made by this substitution.

Again, at the end of the year 1879 there are dropped the

Kansas Pacific, which was presently absorbed, the New
Jersey Southern which had become bankrupt, the Missouri

Pacific, which changed ownership and ceased to be quoted,

and the Wabash stock, which disappeared in the organiza-

tion of the new Wabash, St. Louis and Pacific. In place of

these, the Chesapeake and Ohio first preferred, the Indian-

apolis, Bloomington and Western, and the Chicago, Minne-

apolis and Omaha, common and preferred, are included.

But for the first part of the year the Omaha stocks were not

quoted, and the quotations given are those of the St. Paul

and Sioux City, common and preferred, which were during

the year exchanged at par for the Omaha stocks. The value

of the new stocks taken up was $168 25, while the value of

the old stocks dropped was $166 25. Thus there was practi-
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cally no change made in the aggregate or average value by

this substitution. Finally for 1881 two tables are given in

the appendix. The first includes the stocks previously

quoted; the second drops thirteen of these, and includes

thirteen others which had become more important. The fol-

lowing shows the highest, the lowest, and the closing prices

of the stocks dropped, and of the new stocks taken up :

OLD STOCKS DROPPED.

Lowest. Highest. Closing.

Atchison, Topeka & S. F. $92 00 Dec
53 00 Jan
30 00 Oct. 15.

18 75 Aug. 20.

76 50 Apr. 8 . .

89 00 Jan
38 75 Dec
12 00 Dec. 23.

• 53 00 Jan. 5..

85 00 Dec. 28.

II 25 Jan
44 75 Jan. 4- •

94 00 Feb. 26.

$154 25 Jan
73 25 June....

43 00 Jan. 15.

32 87 May 20.

88 00 June 14.

115 50 June....

59 50 March.

.

21 25 July 7.

.

75 50 July 7..

143 75 May 25.

20 00 July

350 00 Sep. 16.

121 00 Sep. 17.

$94 75
6t 00

Consolidation 39 75

Col., Chicago & Indiana C.

Dubuque & Sioux City. .

.

Northern Central

Philadelphia & Erie

Quicksilver

21 25

83 00
102 00
40 00
13 00

" preferred

St. L., Alton &T. H.pref.

Vermont & Canada
Hannibal & St. Joseph...

pref.

59 00

85 25

15 00

95 00

"3 75

Total of 60 indud'g these.

.

Average of these 60
$4,195 87

69 93

$6,092 50
loi 54

$4795 50

79 92

NEW STOCKS INCLUDED AFTER 1881.

Lowest. Highest. Closing.

Central Pacific $80 50

32 00

94 50
25 62

53 00
21 00
64 00

134 00

35 00
122 00
22 00
88 50
41 50

$102 87

65 75
108 75

43 50
70 00

37 87
83 00
190 00
80 00

174 50
50 00

113 75

73 62

$92 00

34 25Lake Erie & Western
Erie Second Consols 100 00
Ontario & Western 27 50

Norfolk & W^estern, pref 57 75
Ohio Central 23 37
Oregon Transcontinental 75 75

Oregon R »S: Navigation 134 00

Richmond & Alleghany 41 00

Richmond & W^tst Point 174 50

Rochester & Pittsburg 25 50

St P Minn. & Manitoba 112 50

Texas Pacific 48 50

Total of 60 including these $4,3" 50
71 86

$5,988 25

99 80
$4,919 37

Average of 60 including these 81 99
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It will be seen that the "corner" in Hannibal & St. Joseph

common caused the aggregate price of the old stocks, at

their highest points in iS8i, to exceed the aggregate price

of the new stocks which are afterwards included. But at

the close of the year, and in the lowest prices of the year, the

aggregate of the new stocks taken up was a little higher than

that of the old stocks dropped. The new stocks were far

more active in speculation than the old, both in 1881 and in

subsequent years, and at some important points in a measure

controlled the market. It is therefore necessary to include

them, though by so doing the general average of prices is

raised about 2 cents on the dollar above the average of the

old list. From this time to the close of the record, the new

list is quoted without change. Thus it comes to pass

that from 1872 to 1878 inclusive, during the entire period of

declining prices, the same sixty stocks are quoted each year.

And again, during the second period of decline, 1881-1884

inclusive, the same sixty stocks are quoted each year. But

the second list is not in all stocks indentical with the first.

Having thus ascertained the limits within which specula-

tion was confined during each of the years under considera-

tion, we proceed to reach more precise knowledge as to the

movements in the critical or decisive years, when the market

changed its general course. For this purpose prices have

been examined, week by week, for the years 1872, 1873,

1877, 1878, 1881, 1882, 1883, and 1884. The tables in the

appendix present only as much of the results as are found

important. Jn those tables monthly quotations only are

given, because it is found that the range of prices for the

year is in each case as satisfactorily shown by prices about

the first of each month as by more frequent quotations.

Beginning then with the table which shows the prices of

speculative stocks about the first of each month in 1872, it

appears that the average of sixty active stocks at the begin-

ning of the year was $6357. By the end of January the
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average had risen to $64 45. But in the month of February

the money market began to harden, and during that month

no advance in quotations was made ; the average about the

close of the month was $64 43. In March and April the

money market was excessively stringent, 7 rper cent being

often the lowest rate quoted on call loans, while about the

first of March and for two weeks during the middle of that

month as much as one-sixteenth of one per cent per day was

paid for the use of money, and during the first two weeks of

April as much as one-eighth of one per cent per day. Un-

doubtedly the stringency was in some measure due to the

activity of speculation in stocks. March, 1872, will be re-

membered as the eventful month which witnessed the revolu-

tion in the Erie stock, the overthrow of the old board of

directors, and the resignation of Jay Gould as President. In

the latter part of the month the transactions in that stock

were of enormous magnitude, and whereas its price during

the first two months of the year had ranged between 30 and

38>^, it rose in March to 67 K, in April to 72, and in May to

75^. The speculation in this and other kindred securities

affected the whole market, and the average price of the

sixty active stocks at the close of March had risen to $68 59.

In the month of April a still farther advance was made,

though the upward movement began to show signs of weari-

ness. At the close of the month the average price of the

sixty active stocks was $69 03, the highest point reached

during that year and during the entire period of 8 years

prior to 1880. In the next month prices slightly declined,

the average reaching $67 76 near the close of the month. In

June there was an enormous speculation in Pacific Mail, of

which the sales in that one month were many times greater

than the entire amount of its capital. The annual election

of the company, which was contested, and the increase by

Congress of the subsidy paid by the Government to $1,000,-

000, with a law for the reduction of the capital from
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$20,000,000 to $10,000,000, were important influences in the

speculation. Yet the general range of prices did not advance

during the month, and the average at the close was $67 27.

In the month of July the tendency to reaction was clearly

shown, though the prevailing opinion at that time and much
later was that the reaction was but temporary, and that a new
and greater advance in prices was presently to be witnessed.

At the close of the month the average was only $66 26, and

in August the expected recovery still failed to appear, and

the closing average was only $65 62. In the month of

September the market was greatly excited by a desperate

speculation in Erie stocks and m gold. The Erie stocks had

been made very scarce, and a leading speculator had

virtually "cornered" a clique which had sold the stock short

to a very large amount. In order to compel him to sell,

money was made scarce, and at the same time the specula-

tion in gold was made exceedingly active The 17th of

September is remembered as the day of "the three corners,"

for money on that day commanded five-eighths of a cent per

day interest, Erie stock loaned at 2% per cent for one day's

use, and gold was loaned at five-eighths of one per cent per

day. But the natural result of all this artificial movement
was a decline in the general average of prices, which reached

$63 87 about the close of that month. In 5 months, there-

fore, the result of violent speculation, embracing not only

the stock market but the gold and the money market also,

had been a decline averaging $5 16 per share. In the month
of October there was some recovery and it was believed that

the market had at last started on an upward movement,

which was to be long continued ; the closing prices averaged

$66 25. But in the month of November stocks were com-

paratively dull until the Boston fire, which led to general ap-

prehension of a serious decline, such as had followed the

great fire at Chicago. On Monday the nth there was a

sharp depression, but prices speedily recovered, and the mar-
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ket continued dull until about the 20th when the famous
corner in Northwest common was disclpsed. During the

year that stock had at no time sold above 85X until this

movement began, but it rose to 95 on Wednesday the 20th,

and touched 230 in purchases to cover contracts on Satur-

day the 23rd. But it immediately afterward collapsed to 85,

about its old price. The result of the speculation in that

month was a decline of more than 2 cents on the dollar in

the average price of stocks, which reached $64 16 at the end

of the month. In December a better tone appeared ; the

Erie was greatly strengthened by the restitution of about

$9,000,000 by Jay Gould in settlement of suits against him,

and the average of the active stocks rose at the close of the

year to $66 40. Thus it appears that the expectations which

had been entertained throughout the year, after the first re-

action in May, were constantly disappointed, and that the

level of prices reached about April 30 was not touched

again during the year. On the other hand, notwithstanding

great stringency in money at several periods during the year,

and great activity in speculation, with events like the Boston

fire to arouse the apprehension of holders, prices at no time

declined more than about $5 00 per share from the highest

poinl.

The year 1873, in which the great panic occurred, opened

with a hopeful feeling. There was an abundance of cur-

rency, and National bank notes accumulated in great volume

at New York, and the money market became exceptionally

easy. After about the middle of January some disappoint-

ment appeared because the general advance in the prices of

railroad stocks, which had been commonly anticipated, did

not occur, and a fear of serious commercial disaster found

occasional expression in the journals of that day. This ap-

prehension had indeed a sufficient basis in the extraordinary

inflation of commercial credits, and in the unreasonable

activity of speculation, but it was not generally believed that
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the fears expressed were well founded. By the end of the

month of January the average price of stocks was still only

$66 39, having risen scarcely at all during the month. Be-

fore the close of that month, moreover, the extraordinary

stringency in money began, which continued more than three

months, so that from the last week of January until early in

May money on call commanded in addition to the legal in-

terest a premium which ranged from a thirty-second of one

per cent per day to one per cent per day. This great pres-

sure in the money market, and the operations of a remark-

ably powerful clique of speculators led by Mr. Vanderbilt,

had a controlling influence in the market during all the early

part of the year. Thus in February a '' corner " in Western

Union stocks caused an advance from S^j4 to 94K ; on the

other hand, during the same month rumors of the probable

failure of Mr. Stockwell caused a decline in Pacific Mail from

76^ to 55 >^, and the market closed with a lower average of

prices, namely $65 24, than at the end of January. In March,

again, the stringency in the money market continued and be-

came still more severe. Every week as much as i-i6th per

day in addition to the regular rate of interest was obtained

for money, and at the close of the month brokers paid three-

quarters of one per cent, and even in some instances one per

cent a day for loans on call. The failure of the Bulls-Head

bank and a decision of court which extinguished the hopes

of holders of Boston, Hartford and Erie, were among the

disappointing features of the month, and at its close the

average of • prices had again declined to $63 43. In the

month of April money became somewhat less stringent, but

the effect of the prolonged pressure and of the violent

speculation in the stock market was felt in the failures of

the Atlantic Bank, whose cashier had been speculating, and

of several reputable firms. Again in May, though money

became easy, the apprehension of failures increased, and

stocks declined because many holders who had resisted the

k
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pressure during the long period of monetary stringency

gave way to disappointment when they found that the ex-

pected advance did not come. Another break in Pacific

Mail was caused by new rumors of expected failure, and a

sharp attack upon the Union Pacific depressed the price of

that stock to 25 X. At the close of the month the average

of 60 stocks had fallen to $61 91. In the month of June,

though the ease in the money market continued, the stock

market became still weaker and exceedingly dull, and it was

noticed that the public had left the speculation wholly to

the cliques which were controlling different stocks. But the

death of Mr. Clark, President of the Lake Shore and the

Union Pacific, caused a sharp decline in the prices of those

stccksand materially weakened the Vanderbilt combination,

which had for months, been the most powerful ever seen in

the street. Pacific Mail also declined, and many of the in-

vestment stocks were offered for sale at low figures. Never-

theless the average of prices at the close of the first half of

the year was still $60 51, so that the decline from the begin-

ning of the year had been only $5 80 per share, and from

the highest point in 1872 only $8 52. It was plain that

the great operators, who still controlled the market and re-

sisted any decline with extraordinary power, were unable to

find purchasers for their securities if they desired, for the

public had practically withdrawn from the market.

An important influence in the market at this time, causing

much distrust among the holders of securities and prevent-

ing the sale of new securities upon which too many roads

had relied for necessary supplies of funds, was the

"Granger" legislation in Western States. The laws so

named were regarded not unreasonably as threatening a

virtual confiscation of railway property, under the mistaken

idea that the public interest could best be served by placing

the corporations under rigid legislative control. It is doubt-

less a mistake to say, as some have said, that the panic in
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the fall of 1883 was wholly caused by this kind of legisla-

tion. As will presently appear, commercial credits were so

greatly inflated that a collapse could hardly have been long

prevented in any case, but without doubt the legislation in

regard to railroad companies had a more immediate in-

fluence upon the price of securities than any other cause,

and thus both hastened and greatly intensified the disaster.

It was in fact the only cause of bankruptcy in many im-

portant cases and the main cause of disaster at that time to

most of the transporting companies. But behind it there

were other causes which, had the transporting business been

ieft without interference, must soon have brought about

serious commercial disorder. Thus, although the money
market was remarkably easy in July, and assurances were

given that the Secretary would do whatever he could to

prevent stringency during the fall, there was still a prevail-

ing apprehension. But the succession of Mr Vanderbilt

and his associates to the control of Lake Shore, and the re-

port that a large stock dividend would soon be made in

Western Union, with another " corner " in Erie stock, were

among the influences used to lift the market during that

month in the hope that investors might at last be induced

to purchase largely. Nevertheless the advance in the aver-

age of prices was only one dollar per share during the

month.

That the prevailing apprehensions were not unfounded

began to be apparent in August, when the money market

rapidly hardened, and unfavorable bank statements showed

larger losses in the reserves than had been expected. It

was said at the time, and was doubtless true, that the string-

ency in money which finally brought about the great disaster

had been in a large measure caused by the manipulation of

operators for a decline in stocks. But it is to be taken for

granted that the hostile forces in speculation will at all times

use whatever weapons are within reach, and the state of
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facts which made it possible to create monetary stringency,

and which invited a great movement for the depression of

securities, must be reckoned as the true causes of the col-

lapse which followed. The public had become distrustful

and would not buy. The important stocks were held by

powerful cliques, who would not sell but stubbornly resisted

a decline. The banks was overloaded and commercial credits

expanded far beyond the limit of safety. The railroad pro-

perties, less prosperous than they had been, were threatened

by hostile legislation. The sales of bonds, upon which many
companies had relied for the supply of their need in any

emergency, nad been stopped by the prevailing distrust.

Early in the month of September a premium of one-sixteenth

per day was demanded for money, and an extraordinary de-

cline in gold indicated that the powerful speculators who

had been operating for an advance m that market had at last

sold out. The failure of the New York Warehouse &
Security Company, September 8th, led to some alarm and

depression, but it was still supposed by most dealers that

the disturbance was not one of general importance. On
Saturday, the 13th, however, the inability of the Canada

Southern Railway to meet its obligations caused the failure

of Kenyon, Cox & Co., and in the apprehension which then

prevailed firms previously of great credit found themselves

unable to raise money. On Thursday the failure of Jay

Cook & Co. occurred, in consequence of large advances to

the Northern Pacific Railroad, and from that time the pros-

tration of funds and of banks continued for weeks. It is to

be observed that the Missouri, Kansas and Texas Railroad was

involved in some measure in the failure of the New York

Warehouse & Security Company, and that the other failures

which precipitated the panic were also of houses largely con-

nected with railway construction.

It does not serve the present purpose to discuss in detail

the panic of 1873. Its causes have been in a measure de-



83

fined already, and it is sufficient here to note the extent of

depression which resulted in the prices of securities. By the

end of September the average of sixty stocks had fallen to

$49 22, a decline of $io 40 during the month, and by the first

of November the average had fallen to $42 34, Week after

week some recovery was anticipated, but instead new depres-

sion came, caused by the announcement of new failures. On
the 7th of November the average price of stocks dropped to

the lowest point yet touched, $40 96, showing a decline from

the highest point during the year of $25 43 per share. But

the successful arrangements of Claflin & Co. for an extension

with their creditors and the unanimous assent of the creditors

of Sprague & Co. to the appointment of Trustees to represent

their interest in the management of the vast manufacturing

property of that concern, started a renewal of confidence,

which presently developed into a general improvement.

Before the end of the month the average price of stocks had

risen $7 32 per share to $48 28, and by the end of the year a

further advance was realized to $5098. At the close o

this chapter is a diagram which presents to the eye the

changes in the average price of active stocks in 1872 and

1873. It shows the relative importance of those changes,

the extent of the great decline in prices, and the sudden

ness of the partial recovery. In considering the nature

and causes of the panic of 1873 it is especially important

to observe the expansion of commercial credits which it

disclosed. During that year 5,183 firms were reported as

failing, with liabilities amounting to $228,499,000, according

to the records of Dun, Barlow & Co. Though the number of

failures had been exceeded in 1861, the amount of liabilities

of firms failing in any year had never been greater since

1857, nor had the average of indebtedness for each firm fail-

ing been exceeded. For many years this average ranged be-

tween $20,000 and $30,000 yearly. After the panic of 1873

it fell in 1876 to $21,000 for each firm, and in 1863 it had

k
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been only about $24,000 for each firm. But as the system of

credit expanded the average indebtedness of firms failing

rose in 1871 to more than $29,000, and in 1872 to nearly

^30,000, and in 1873 it exceeded $44,000. The number of

failures in proportion to the number of firms in business was

not as great in 1873 as it has been since, though the great ex-

tension of the facilities of commercial agencies, and the fact

that dealers of a much smaller class have of late years been

included in their reports, account in large measure both for

the increase in the number of failures reported and for the

decrease in average liabilities. But during the years 1868 to

1878 inclusive, the operations of the agencies were conducted

upon substantially the same scale, and their reports doubtless

indicate with great correctness the average of commercial

liabilities in different years. If so, the increase from 1868 to

1872 must have been nearly 80 per cent, and the increase

from 187 1 nearly 35 per cent. It was this vast expansion of

credits which made the panic of 1873 so disastrous and wide-

spread in its influence. Though immediately caused by the

failure of railroad companies to meet their obligations, it was

in the main a commercial panic, and affected all branches of

trade and industry. The banks of New York, and in some

measure of other cities, which were heavily over-loaded with

commercial credits, had also become involved to a dangerous

extent in the construction of new railways and in the specula-

tion in railway securities. The inability to sell such securities

brought about the bankruptcy of important roads and a col-

lapse in the prices of stocks. But the influence would have

been limited, both in time and in degree, had not the credit

system throughout the country been expanded far beyond

safe limits.
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Five Years of Liquidation.

The commencement of the first great downward move-

ment has been found about April 30, 1872. The resistance

of holders and operators to a decline has been traced ; a

resistance so stubborn that the average of prices declined

only 10.9 per cent, in fifteen months. Yet it was so unrea-

sonable and so unwarranted by the general corfdition of

business that when the break came prices declined 33.4 per

cent, in three months, from the end of July to the 7th of

November. We have next to consider where the true ter-

mination of this downward movement is to be found. The
excited operators in 1 873 imagined that it had come when
prices began to leap upward with astonishing rapidity in

the second week of November. The advance continued, as

tables show, until the loth of February, 1874, when the

average of prices had risen to $56.96. This advance of

more than 34 per cent in a few weeks should have sufficed

to warn operators that it had but little substantial basis. If

they had looked about, they would have found that the rail-

road defaults already affecting $650,000,000 of capital, and

the stoppage of more than 5,000 commercial firms with liabili-

ties of more than $228,000,000, must inevitably have pro-

duced a shrinkage of large extent in the ability of the

people to consume domestic or foreign products. They
would have seen that the Granger laws had already affected

the business of western railroads most injuriously; but dur-

ing the year 1874 those laws were sustained both by the

State Courts and by the United States Circuit Court. They
would have seen that the clamor for an inflation of the cur-

rency, which had already led to the introduction of measures

in Congress, had excited false hopes among traders and, if

yielded to, could give only a temporary relief. The down-
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ward movement which commenced in February, 1874, was
rapid, and by the 19th of May the average price of stocks

had decHned to $47.98. Congress had passed, m the mean-
time, an inflation bill, which President Grant vetoed April

22. The compromise measure authorizing an expansion of

the circulation to $382,000,000, which the President after-

wards signed, was not passed until June 19th. But both

business men and speculators had been led to watch the

action of Congress in a mistaken hope that some expansion

of currency would bring relief. A moderate improvement

in prices was indeed made by the vigorous effort of specu-

lators after the compromise bill had passed. But its effects

did not last long, and the year closed with prices almost ex-

actly at the level of May 19, the average being $47.92.

Early in the next year the Resumption Act was passed. It

does not seem to have caused at first any disheartenment or

depression in prices, though it was not long before this meas-

ure was commonly regarded as the principal cause of business

stagnation and disaster. The stock market improved a

little after its enactment, but continued dull, and the aver-

age only rose to $48,78 on the 27th of April. From that

point a rapid decline continued with little interruption

until the 9th of October, when prices reached a little

lower point than was touched in the extreme of panic

in 1872. From the average that day, $39.89, there

was but little change to the end of the year, when

the average was $40.67. Again in 1876, hopeful antici-

pations were entertained early in the year and specu-

lators, making the most of them, pushed prices upward

until an average of $43.76 was reached on the nth of

March. But in this case, once more, the conviction that

the state of business did not justify hopeful expectations

was soon forced upon those whose purchases had helped to

relieve speculators of a part of their load, and new liquida-

tions followed, with a decline continuing until the average
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of prices had dropped to $31.70 on the 29th of September.

Nor was there material improvement during the rest of the

year ; on the contrary the market continued dull and droop-

ing, and at the close the average had fallen to $29.63.

We come now to the consideration of the two years 1877

and 1878, in which the lowest prices for securities during

the whole period under consideration were recorded. Un-

questionably the point of greatest depression for speculative

stocks was in April, 1877. But it will appear in the course of

the investigation that other and more important securities con-

tinued to decline, and did not reach their lowest point until

near the end of 1878. In order to determine the true

turning point for securities generally, therefore, it is neces-

sary to examine with some detail the movements during

both those years.

Many influences combined to cause the great decline in

prices during the fall of 1876 and early in 1877. Among
the first there may be named the great success of the Gov-

ernment in negotiating the sale of bonds bearing a low rate

of interest. The arrangement under which a syndicate

headed by the Rothschilds contracted conditionally to take

$260,000,000 of the new bonds gave enormous strength to

the public credit, rapidly depressed the price of gold in the

expectation that specie resumption would not long be de-

layed, and so caused a decline in prices expressed in cur-

rency. But, moreover, the calling of the six per cent, bonds,

and the substitution of 4^ per cent, bonds by the Government,

disturbed the investments of many banks, led to rapid calls

by the Secretary of the Treasury for 6 per cent bonds, and

gave opportunity to the people to invest in Governments a

large amount of their savings. Again, during the year 1876

the entire railway system had been unusually disturbed by a

war of rates, which broke out in April on account of the de-

mand of Mr. Vanderbilt for the establishment of equal rates

from the interior to the different seaports. In a short time
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this contest became one of unexampled severity, and freights

were taken in great quantity from Chicago at 20 cents per

100 pounds. It continued throughout the latter part of the

year, causing immense losses to the railway companies, and

though it was nominally settled December i6th, the terms

were not at first clearly understood either by the public or, as

afterward appeared, by the railroads themselves. Although

rates were generally advanced about the 20th of January,

there was nevertheless disagreement and dissatisfaction,

which led to another rupture in the month of March. Still

another influence greatly affecting the market about the

close of 1876 was the serious illness of Commodore Vander-

bilt, for his death was expected to disturb to an alarming

extent his investments in several of the great railways. His

death early in January caused less depression in prices than

had been expected, because it appeared that arrangements

had been made to prevent sales of his securities and to keep

together under one control his vast property in railroads.

But there soon followed a contest about his will, which for a

time threatened to defeat these arrangements.

Another influence of great importance was the collapse of

the coal combination, and the great fall in the price of coal

which followed. Serious losses to the coal-carrying roads

continued through the winter, and led to investigation into

the affairs of companies which had been considered im-

mensely profitable. Then the fact was disclosed that the

profits realized from the combination had been far less than

had been represented, and that the companies were generally

in a position of serious difficulty. Early in the year 1877

the Jersey Central failed to meet its obligations, and was

placed in the hands of a receiver, and a further decline in the

price of coal naturally followed. Still another depressing

influence came from the strike of railway engineers on an

eastern railroad, and from the threatening speech made
about that time by Mr. Arthur, the Chief of the Brotherhood
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of Locomotive Engineers, which was well calculated to alarm

all investors in railway property, and proved to be but a

foretaste of the destructive strike in the summer of 1877.

Finally the silver question began in 1876 to cast a shadow

over the financial prospects of the country. In July the

price of bar silver dropped in London to 46^ pence per

ounce, and the interests of silver producers in this country

were seriously affected. A bill was passed April 17 to pro-

vide for the coinage of subsidiary silver instead of fractional

paper currency, and in December a bill was passed in the

House to make silver coins a legal tender. But though the

disposition thus manifested caused much alarm among con-

servative men, no legislative result was reached until more

than a year later.

But other influences not directly connected with commerce

or industry were far more important even than those named
during part of 1876 and the first quarter of 1877. In 1876

as in 1884, a Presidential campaign caused great excitement

and uncertainty in business. Then, as in 1884, the success

of one party was by many deemed certain to cause great

financial and industrial disorder. Unlimited inflation of

currency, and an unsparing warfare upon the protective

features of the tariff, were predicted as sure to follow the

success of the Democratic party. On the other hand the

Democratic party predicted with equal confidence dire

calamities as a sure result of the continued success of the

party then in power. It believed that the industrial and

financial pressure which .then existed would continue and

become intensified, and that the rich would grind the poor

into the dust. In times of political excitement, it makes little

difference whether the claims of a great party are reasonable,

since they are sure to find enough believers and adherents

to give them considerable influence upon the course of busi-

ness. The political uncertainty was unquestionably a great

cause of depression during the fall of 1876. When the
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campaign ended in a contested election, the first which had

occurred in this country, and civil strife was threatened,

and the sort of disorder which had brought other republics

to ruin, there was a natural apprehension in all financial

circles. The progress of the electoral dispute during the

winter rendered any recovery in prices impossible. More-

over, when the Electoral Commission was created by Act of

Congress early in the year, although the measure was hailed

with great relief and joy as a settlement likely to avert civil

strife, there was still a possibility that the finding of the

Commission might be resisted. Moreover, the uncertainty

as to the result was in no way diminished ; no one could

predict how the Commission might decide. In each of the

great parties there were found men who looked for great

calamities if the contest should end in favor of their op-

ponents. Under such circumstances it might have been

predicted with safety that a stagnant market and lower

prices would rule until the question had been decided, and

until a new President had been inaugurated. It might have

been predicted, also, that a further decline would follow

even then, in consequence of the apprehension and the

sales of the defeated party, and the operations of speculators

in sympathy with that party.

Such was precisely the course of events. The market

was dull and stagnant, with a declining tendency, until the

Electoral Commission was created in January. But just at

that time the death of Mr. Vanderbilt and the contest

about his will threw great properties into uncertainty.

About the same time it appeared, also, that the railroad

settlement to which he had assented during the last month

of his life was not understood alike by all the parties. Thus

the uncertainty continued while the Electoral Commission

debated. Then the decision in March, and the immediate

and peaceful inauguration of the President, were met with

great satisfaction, as removing the most important cause of



gi

distrust ; but just at that time the failure of the Jersey Central

occurred, and a further fall in the price of coal. Just at

that time, also, a decision in the Granger suits was rendered

by the United States Supreme Court against the railroads,

and this decision was interpreted as evidence that the spirit

previously shown in the legislation of Western States re-

garding railway corporations was from that time onward to

have no restraint. Another call for bonds also caused a

further decline in the price of gold, and it was soon ap-

parent that the railway agreement was ineffective. Within

a few days it was set aside by an open rupture, and Mr.

Vanderbilt's rule, " One rate to the seaboard," was defin-

itely abandoned. Thus for the time the removal of political

uncertainty failed to produce any recovery in the prices of

stocks. On the contrary, depression continued on account

of the sales of those who were disappointed by the result, and

on account of the vigorous assaults of a powerful speculative

combination. The stocks of many trunk lines were savagely

assailed, and presently these attacks were so far successful,

particularly in depressing the stocks of Granger roads, that

Mr. Tracy, the President of the Rock Island, was unable to

meet his obligations. Thus the remarkable depression cul-

minated on the 23d of April in prices which were even then

recognized as surprisingly low, and which, as those who
look back at the history of that time discover, were actually

the lowest recorded for fifteen years.

Some reaction from this point would naturally have oc-

curred 'in any case. Several events of importance com-

bined, however, to make the reaction rapid, and for the time

important. Chief among these was the outbreak of hostili-

ties between Russia and Turkey. For some months the

prospects of war between these powers had affected the

speculation in grain, and had been used by operators in rail-

way securities on the theory that a greatly increased de-

mand for American products in Europe must result, and con-
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sequently a great increase in the traffic of the railway lines

from the interior to the seaboard. The delay and uncer-

tainty during the early months of the year had caused the

matter to have little influence, for some time previous to

to the actual outbreak of hostilities. But when the war

began, it was felt at once that the demand for various pro-

ducts from this country would prove of considerable im-

portance, not only to the transporting companies and to

those having grain and provisions for sale, but to the manu-

facturers, especially of arms and ammunition. Just at the

same time, also, the trunk lines finally completed their new

agreement. Soon afterwards rates were generally restored,

and it was then believed that, with a large export demand^

the companies were in position to earn better dividends

than for many years before. About the same time, also, the

coal companies succeeded in effecting a new combination

which, though not long lived, served for the time to

strengthen the stocks of coal carrying roads. The specu-

lators who had fought for a decline in prices had generally

covered their contracts, while the strong men of the street,

having early knowledge of the negotiations between the

trunk lines and the coal-carrying roads, had prepared them-

selves for an advance. Thus it came to pass that about the

end of April, 1877, the speculative market started upward,

and from that time it did not cease its advance until the

summer of 188 1. In the diagram on the opposite page the

black line traces the change in average prices between dif-

ferent points which*has thus far been described, and shows

in a striking manner the variations in price between the

highest point, touched early in 1872, and the lowest, reached

five years later. The shaded parts show the limits within

which trading was confined each year, as has been described

on page 71. Actable there given shows the averages of the

highest sales recorded of sixty stocks at any time during

each year, which averages corresponds with the upper mar-
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gins of the shaded parts of the diagram, and also the aver-

ages of the lowest sales recorded at any time during each

year, these averages corresponding with the lower margins

of the shaded portions of the diagram. As the prices of

stocks on any particular day would never be quite as high

as the highest prices reached by them during the year, nor

quite as low as the lowest prices reached by them during

the year, the black line, if so drawn as to represent minutely

every change in the average of prices from day to day,

would in all i:s variations rarely approach the margin of the

shaded parts. And in fact, though drawn to represent only

the larger movements of the market, it closely approaches

the margin at only two points ; in the panic of 1873, the

lowest prices for nearly all stocks during the year were made

on the same day, and the closing prices of 1878 were lower

for nearly all stocks than any quotations made during the

whole year 1879. The extraordinary depression in 1873 thus

appears to have been by no means the end, but only the be-

gmning, of a decline which lasted about three and a-half

years before a change was reached, even in the course of

speculative prices. But it will presently appear that the gen-

eral level of prices for all securities was still further depressed

after the year 1877, so that in the broader sense a general

recovery did not commence until the latter part of 1878.

The month of May, 1877, opened with very easy rates for

money, and with lower prices in grain and provisions, the

effect of the war in Europe having been exaggerated in the

general anti'cipation. Some demand for investment securi-

ties was observed, and the better class of stocks advanced in

price without regard to the speculative movement. The
speculative stocks were also firmly held, but the uncertainty

as to the success of the coal combination, and a doubt

whether railroad earnings were as good as had been ex-

pected, caused weakness in many stocks. About this time,

also, the exports of domestic products declined while the
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imports increased, so that in June and July the imports ex-

ceeded the exports, and in May a considerable outward

movement of gold occurred. The premium on gold ranged

during that month between 6 and 7^ cents on the dollar.

Early in June, however. Secretary Sherman succeeded in

completing with a syndicate an arrangement for placing the

four per cent, loan, and the confidence that resumption

would be accomplished from that time steadily increased.

Though many stocks were depressed by unfavorable earn-

ings, it was believed that the general reduction of 10 per

cent, in wages, which had been effected on many roads,

would materially increase their power to earn dividends, and

and before the month closed a new agreement was made be-

tween the trunk lines in regard to freight rates from the

West. Mr. Vanderbilt's much heralded great principle,

" one rate to the seaboard," was abandoned ; but rates were

adjusted in proportion to the difference in mileage to the

different ports. Early in July the negotiation of the 4^4

per cent loan by the syndicate was completed, $65,982,500

of the new bonds having been taken, $60,000,000 by the

syndicate, and the rest by the subscriptions of the public.

This gave great encouragement, and arrangements were at

once commenced for a strong upward movement in stocks.

While leaders were negotiating, however, some unfavor-

able events occurred. There were, first, several bank fail-

ures at St. Louis, and failures of insurance and other com-

panies elsewhere, indicating that the commercial situation

was by no means satisfactory. On Friday, July 20,

it was learned that freight at Pittsburg was blocked

in great quantities by a strike of the railroad hands.

Within a few days this outbreak spread rapidly all over

the country, interrupting travel and traffic on nearly all

the principal lines of the Northern States, and causing im-

mense destruction of property and much bloodshed at Pitts-

burg, at Reading and other points in Pennsylvania, at Chi-
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cago, and at other railroad centers in the West. On the 23d

and the 24th of July a serious panic resulted in the Stock

Exchange, and for the time many operators showed a dispo-

sition to throw overboard even the best securities without

regard to their value. It is related that at that time, when
many of the most experienced and boldest operators were

either absent from the street or stricken with panic, the pur-

chases of one brave and clear-headed man stopped the de-

pression before it had involved important houses in disaster,

turned the tide, gave men of more experience time to re-

cover their composure, and soon resulted in immense profits

for himself. Because of his good judgment and courage,

the great strike had much less effect on prices than had

been anticipated, and although the Pennsylvania Railroad

was compelled to pass a dividend in order to repair dam-

ages, a vigorous speculative movement in Western Union

presently advanced the price from 66 to 75. About this

time, too, it became known that the crops of the year would

be very large, and that the demand for American products

from abroad was likely to be of unprecedented magnitude.

The negotiations for the formation of a powerful combina-

tion to advance prices were resumed, and before the end of

July were successfully completed. Thus the month of

August opened with a general advance under most favorable

auspices. AH the powerful speculators who had for some

years been engaged in depressing prices had now become

interested in aiding the advance, and the labor disputes,

which had continued to cause much trouble during the

month of July, reached a settlement early in August. From
that time the advance continned with scarcely an interrup-

tion until the close of the year. Money was close in Sep-

tember, and in October the frauds of W. C. Oilman gave a

shock to the street, and the offering of a bill to repeal the

Resumption Act at the extra session of Congress also

caused some disturbance. But the upward movement was
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nevertheless pushed with determination, and it was power-

fully aided by the enormous increase in exports of domestic

products, which rose above $50,000,000 in September,

amounted to almost $60,000,000 in October, exceeded

$64,000,000 in November, and rose above $70,000,000 in

December. In that month the excess of exports over im-

ports was nearly $40,000,000, and from July to the end of

the month moderate imports of gold in excess of exports

appeared each month.

Nevertheless thete was not a little uncertainty and dis-

couragement ni commercial circles. In November the failure

of the Third and Central National Banks of Chicago caused

some disturbance. During part of October and the rest of

the year, the efforts to bring about a change of the tariff

caused apprehension among manufacturers, and led to an

unusual shrinkage of imports, and early in November the

Bland Silver bill was passed in the House by the extraordi-

nary vote of 163 to 34. This measure caused great anxiety

in all financial circles, and from that time until late in

February of the following year the uncertainty as to the

action of Congress on the silver question engrossed the at-

tention of the street. In November, also, it was observed

that the price of coal did not advance, though there were

rumors of another coal combination, and that the public still

refused to invest in stocks' although the advance in prices

had now been maintained quite steadily for more than three

months. Presently very large sales of the Lake Shore led

to the suspicion that some members of the combination

were selling out, and the circumstances caused a general

hesitation among investors and the smaller operators, who

looked about them to see whether, in the language of a

financial journal at that time, " the late advance in prices

was as yet fully warranted by the business of the com-

panies." In December the bad faith of some States dis-

turbed the bond market ; the failure of Netter and of some
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trust and other companies caused apprehension, and freight

rates were again unsettled. Nevertheless, prices were on
the whole fairly maintained to the close of the year, though
clearly in spite of a remarkable public indifference, and the

average of sixty stocks at the end of 1877 was $29,70,

nearly $7 per share above the lowest price of April, But

the fact that the advance, like the preceding depression,

had been mainly due to speculative combinations, was gen-

erally recognized. Thus the " Financial Chronicle," in its

review of the year 1877, remarked :
" On the whole the ex-

traordinary depression and the extraordinary rise after-

wards, both carried on by speculative manipulation, were

calculated more than ever to show up the enormous advan-

tage which a clique of speculators possesses over an outside

purchaser." This may be noticed as perhaps the first dis-

tinct recognition of the indifference of the market for specu-

lative securities to that public estimation of values and of

conditions which must always govern, in order to render

such a market either honest or safe.

The year 1878 opened with a continuance of the "seem-

ingly endless war of rates," though Mr. V^anderbilt took

particular care to deny that he had caused or provoked this

strife or was desirous of continuing it. Prices were quite

steadily held, with some aid from purchasers for investment,

though the pending Wood tariff and the debate on the

Silver bill still rendered capitalists very timid. But the

enormous excess of exports over imports, which amounted
in the month of January to nearly $35,000,000, had by this

time an irresistible influence upon the credit of the Govern-

ment and upon the price of gold. The premium on gold

had declined to i)^ cents on the dollar, and it was felt that,

if only the danger of Congressional interference with the

currency and the public credit by measures like the Bland

bill could be avoided, specie resumption would be easily

and surely reached. In February, however, the apprehen-
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sion about the silver question caused great dullness, and an

important defalcation was discovered in the Bank of North

America. It was commonly observed that the great specu-

lators, who were heavily loaded with stocks, were obliged to

sustain prices in self-defense. On the 21st the Silver bill

finally passed, and on the 28th, " the last day of winter," as

some enthusiastic believers in silver coinage remarked, the

bill was vetoed by the President but passed on the same

day by both Houses of Congress. It was the general im-

pression at the time that this measure would cause capital

to grow more timid than before. But the great speculators

who were heavily burdened with securities could not then

afford to permit any reaction, for they found it quite impos-

sible as yet to lighten their holdings, because the public

steadily refused to purchase. They were obliged, therefore,

to arrest the tendency to decline which then appeared, and

the average price of securities, $28.73 ^^ ^^e end of Febru-

ary, was advanced by the end of March to $29.95. Among
the influences employed to promote better prices were

another combination of the coal companies, notwithstand-

ing experience had taught that such agreements in the

existing state of business could only result in disaster, and

a new agreement among the trunk lines upon the basis of

a 30 cents rate from Chicago. It was observed even then

that the market had no support as yet from the outside pub-

lic, but was sustained only by the large operators who were

carrying heavy blocks of stock. The month of March

closed with some disheartenment on account of the large

number of commercial failures, which, according to the re-

port of Dun, Barlow & Co. for the first quarter of the year,

numbered 3,355 with liabilities of $82,078,826 against only

2,859 i" ^he previous year with liabilities of $54,500,000.

Early in April, too, money was stringent for a short time,

as much as a 32d being paid per day in addition to the legal

rate. For a time, there was much anxiety in speculative
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circles, and the question was continually asked, '* Will the

public ever begin to buy ?"

About the loth of the month Secretary Sherman an-

nounced that he would sell bonds amounting to $50,000,000

for resumption purposes. This announcement, and the

prompt response which it met from the public, changed the

feeling of capitalists to a remarkable extent. With confi-

dence that resumption would be secured there came a

strong disposition to buy good securities, and for a time the

market advanced with vigor. The passage of the Pacific

Railroad Funding bill, and the sale of the Erie Railway and

its reorganization, settled the immediate future for stocks

and bonds amounting in the aggregate to several hundred

millions, while the continued excess of exports over imports,

amounting to nearly $25,000,000 in April, depressed the

price of gold to 100^. With such favoring conditions the

market advanced into the month of May without material

check. It may be noticed that the courts were resorted to

by speculators opposing an advance, who obtained an in-

junction against the payment of interest on the Wabash se-

curities. There was a momentary halt in speculation, and

some were inclined to inquire whether the advance had not

gone far enough. But on the 25th the loan for resumption

purposes was closed, the money market was easy, exports

still exceeded imports and prices were again strong. Just

at this point an Act was passed which, in the mistaken esti-

mates then current was considered a reason for increased

confidence, but which, as later experience has proved, was

the seed of great financial evils in the future. This act,

prohibiting any further cancellation of legal tender notes,

and requiring that those which might be redeemed after re-

sumption had commenced should again be reissued, changed

the whole character of the resumption authorized. Instead

of substituting gold coin for a part of the notes in circula-

tion, it provided for a continuance of the legal tender debts
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of the Government without diminution, and consequently

for a direct addition of the entire amount of gold in the

country to the circulating medium unless resumption should

be defeated. But at the time the effect was just what the

speculators anticipated, and it did produce in the following

year a great inflation of currency, and a far too rapid ad-

vance in prices.

It was with such conditions, in all respects peculiarly

favorable, that the month of June began, and the prices of

stocks were further advanced upon the return of Mr.

Vanderbilt from Europe. Several ingenious reports were

put into circulation at this time, in order to stimulate the

disposition of the outside public to buy. Thus it was said

that the Rock Island was about to make a large scrip divi-

dend on account of expenditures in past years claimed to

have been from the earnings. There was also assurance

given that the trunk line arrangement, which had worked

well for three months, would be renewed for another year

at the meeting of managers. But shortly after Mr. Vander-

bilt's return on the nth of June a great break in stocks

began. The reason commonly given was that the trunk

lines had refused to renew their agreement, thus virtually

dissolving the pool. But it soon became known that some

of the powerful operators who had sustained the movement

thus far had sold a great proportion of their stock. It was

believed that Mr. Vanderbilt, while professing most anxious

desire for peace, had really caused the rupture because he

was anxious to fortify his companies against Western com-

petition, and to that end was seeking the Michigan Central,

was placing obstacles in the way of the completion of the

Grand Trunk to Chicago, and was endeavoring to secure

the Atlantic and Great Western, having completed the

Rochester and State Line to a junction with that road.

The consolidation of the Vanderbilt interests in July brought

a revival of hopefulness, and Mr. Vanderbilt publicly re-
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was again followed by a break in prices, which the con-

tinued success of Mr. Sherman's plan did not suffice to ar-

rest. Early in the month of August it was seen that a

powerful speculative combination to depress prices had

been for some time at work, and its attack, especially upon

the Granger stocks, finally met with great success. During

the same month, also, the business of the country was

greatly disturbed by the immense number of failures. The
repeal of the bankrupt law, which had been enacted some

months before, was to take effect September ist, and in ex-

pectation of that event a large number of firms made
haste to close up their affairs. The failures during the third.'

quarter of the year, as afterwards reported, amounted tO'

2,853 in number, with liabilities of $66,378,000, against only

1,816 failures during the same quarter of the previous year,

with liabilities amounting to $42,388,000.

Disturbance was also caused about the same time by the

singular and contradictory orders given by the Treasury

Department in regard to the use of silver in disbursements

and in the redemption of notes. For a time it seemed as if

the department was disposed to redeem legal tenders with

standard silver dollars only, and considerable alarm in com-

mercial circles resulted. This state of things, with uncer-

tainty in the stock market, and growing stringency in the

money market, continued through the month of September.

Early in October, the terrible failure of the City of Glasgow

Bank caused extraordinary disturbance in Europe, and for

a time affected many foreign firms in this country, and about

the same time Treasury orders requiring the withdrawal of

cash gold from the banks to the Treasury vaults increased

the pressure for money. Speculators made haste to take

advantage of the opportunity, and on the 14th of October

engineered a serious " cramp " in the money market, which

brought about a considerable depression in prices. Secre-.
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tary Sherman, however, quickly saw that the orders which

had been given were liable to defeat the resumption of

specie payments, and met the difficulty without hesitation

by offering to disburse gold at once in exchange for bonds

to any amount. Within a few days the difficulty was fully

removed, the price of gold again declmed, the stringency in

the money market vanished, and prices again moved up-

ward. During the month of November there was a general

improvement, though the coal stocks were greatly depressed,

and reports of an arrangement to distribute the surplus of

the Western Union, upon which that stock had been much
advanced, were soon found erroneous, and were followed by

a sharp decline. Nevertheless the tendency of the market,

from the latter part of October to the close of the year, was

steadily strong and advancing. It will be seen that the

lowest prices for all securities were reached about the end

of October, when it became clear at last that nothing was to

prevent the resumption of specie payments on the ist of

January. Under the influences which have been described,

the average price of active stocks, which had scarcely varied

during the months of June, July and August from about

$31.50, advanced about the close of September to $32.53,

but declined near the end of October to $30.63. From that

point there was a gradual advance to $32.95 at the close of

the year.

Thus it will be observed that there were many causes co-

operating during the years 1877 and 1878 to cause unusual

depression in prices. Among causes directly affecting

speculation may be specially named the war of rates,.the

great strike of railroad hands, and the heavy losses which

the strike produced. But more important than these were

cau.ses of a legislative or political character. The agitation

of the silver question and of the tariff question caused dis-

turbance. The repeal of the bankrupt law produced an ex-

traordinary number of failnres. The uncertainty as to



I03

resumption was an especially important cause of apprehen-

sion and disaster. In the fall elections the repeal of the

Resumption Act was made a distinct issue in several of the

States. The defeat of those who had opposed the Act had

not a little influence in removing apprehension, both be-

cause a new Congress much more favorable to resumption

was elected, and because it was believed that after such a

decision of the people the old Congress would not venture

at its second session in the winter of 1878 to reverse the

policy of the Government. The removal of this and other

causes of depression gave sound reason to expect a period

of general improvement.

But behind all the speculative or political causes was the

great and dominant fact that the country had successfully

passed through an era of general liquidation, had paid off

an enormous indebtedness, national and commercial, had

for years cultivated an unaccustomed economy in living,

had reduced prices to the lowest point known for 40 years,

and had thus vastly expanded its sales to foreigners.

Meanwhile the people had greatly increased their savings,

and were seeking safe opportunities of investment. Thus
the country was prepared for a period of remarkable pros-

perity. There can hardly be a doubt that if resumption

had been effected on a more sound and enduring basis, the

sure and steady improvement in business and industry

would have lasted for years, certainly much longer than it

did last. Had gold been substituted for a large part of the

legal tender' circulation by means of actual redemption and

retirement, so that the increase in the volume of currency

by the re-monetization of gold would have been small, and

had the causeless, profitless and senseless experiment of

silver coinage, regardless of accord with other nations, not

been made, had our industries been allowed to devevelop

themselves naturally and gradually upon the specie basis,

in harmony with the commerce of other countries, there
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might have been no explosive "boom" in prices in 1879

and 1880, no unnatural expansion of trade and speculation

tending to end in disastrous reaction at the first check in

1881, and no such wild era of reckless railroad building as

quickly followed specie resumption by the process of in-

flation in 1879.

It will be interesting at this point to compare the follow-

ing table, showing the average prices of sixty stocks at im-

portant points near the beginning of each month in 1872,

1873, 1878 and 1881, and at the close of those years, with

the diagram opposite page 92 :

1872. 1873 [878. 1881.

63.57
64-45
64-43
68.59
69.03
67.76
67.27
66.26
65.62
63.87
66.25
64.16

Close 66 . 40

January i.. .

February i .

.

March i . . .

.

April I

May I

June I

Juiyi
August I . .

.

September i.

October i. .

.

November i.

December i

.

66.31
66.39
65.24
63 -43
63.14
61.91
60.51
61.50
59.62
49.22
40.96
48.28
50.98

29.82
29.52
28.73
29-95
30.66
31-52
31-32
31.69
31.01

32.53
30.63
32.32

81.63
84.83

79-37
85-31
85.60
94.40
92.42
83.29
83.68
84.35
83.94
86.34

32.95
i

81.98

It is to be noticed, however, that the diagram is drawn to

correspond as far as possible with the quotations of the

same stocks from 1872 to 1881 inclusive, and therefore does

not represent quite as high an average of prices at the

highest point in 1881 as was reached by the new list. The

details of the change in stocks quoted have been given on

page 74, and the quotations for the new list, 1881, will be

found at the close of table No. 7 of the Appendix.
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VI.

Resumption by Inflation.

At the close of 1878 the average price of the active se-

curities included in the tables for subsequent years was

$32.99. Before the end of 1879 it had risen to $65.03, so

that those securities had about doubled in value in a single

year. In 1880 it rose to $79.81, and in 1881 to $92.15,

This wonderful advance, without a parallel in the financial

history of this country, or perhaps of any other, needs espe-

cial notice.

It was a marvellously constant and uninterrupted ad-

vance. In glancing at the diagram opposite page 92, the

reader will observe that the straight lines between points

months distant do not represent the exact course of prices

during the intervening periods. The actual course of the

market, if portrayed from day to day, would be represented

by a zig-zag path of infinite fluctuations, alike in the periods

of general decline and in times of great advance. But

there was much less of this hesitancy and variation in 1879

than in any previous year in the history of speculation.

It seemed as if the market was forced upward every day

and hour by some vast and irresistible power, which all the

speculative combinations were impotent to resist. And so

in fact it was Repeatedly the leaders of speculation

judged that the advance had been too rapid, or had gone

far enough for the time, or they wished to turn their paper

profits into solid cash, and sold their securities. They ex-

pected to see a great decline at once. Most of them were

overjoyed to have opportunity to sell on " short " account,

in anticipation of the decline which they supposed must fol-

low a change in the position of the great operators. But

the decline did not come. All the minor speculators fol-

lowed their accustomed leaders, and at times nearly every-
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body in the market was looking for lower prices, and yet

the market was continually forced upward. Powerful com-

binations were formed to break it, and great sums of money
were risked and lost in the effort. It was all in vain. The
speculators, great and small alike, were finally forced to

climb after the stocks which they had sold so confidently,

and to accept a heavy loss as the penalty for attempting to

control a market which for the time was real, genuine, alive,

and faithful in expressing the public appreciation of the

value of securities.

During the month of January the market advanced with

a great rush, and it was noticed that a much larger number

of "outside orders" was received than had been received

for years before. The remarkable success of the Govern-

ment in placing $150,000,000 of the four per cent, bonds

gave a tremendous impulse to public confidence. Early in

February the upward movement continued, and the Govern-

ment again succeeded in placing $100,000,000 of the bonds.

It was noticed that the leaders of the market were selling,

but prices nevertheless advanced. Orders for purchases

came from all parts of the country, and from people who
had never before taken part in stock operations, either as

investors or as speculators. The volume of these orders

was so great, and they withdrew from the market so large a

part of the stocks which the chief operators had been will-

ing to part with for a time, that prices were forced upward

in spite of all resistance. In the month of March a fear of

monetary stringency arose, because of the large amount of

Government bonds for which payments were to be made.

This fear was for the time increased by the suspension of

New Orleans banks, which had been heavily involved in

operations both commercial and speculative. At this time

a temporary depression in prices resulted, but it lasted a

few days only, and fell so far short of the decline which the

leading operators had expected, that comparatively few if
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any took advantage of it. Early in April occurred a most

remarkable sale of bonds. The Government sold $190,000,-

000 four per cents in a single transaction. This operation,

following a season of some depression and distrust, gave a

remarkable impetus to the market and caused a great up-

ward movement in prices. Conspicuous in the dealings of

that month were the stocks of the new southwestern roads,

with which Mr. Gould had become identified, and in their

surprising advance people saw reason to believe that the

growing prosperity of the country had overcome even those

impediments to commercial success which for a long time

had retarded the growth of exclusively agricultural Southern

States.

In the month of May, again, there was noticeable selling

by the leaders of speculation, who desired to realize profits

secured in the previous advance. Afterwards the money
market was actively manipulated in order to depress prices,

and the railroad managers engaged in a war of rates, and

rendered the large traffic for the time unprofitable. Never-

theless prices were still remarkably sustained, and after

some hesitation began to advance again. In June this up-

ward movement continued. The undertone of strength,

caused by large purchases of investors, was everywhere

recognized. A general depression was expected by almost

all operators, but it did not come. During the latter part of

the month, and early in July, there was dullness, it is true,

but extraordinary strength nevertheless, which was in part

attributed to the favorable news regarding the crops. Later

in the month, when it became certain that the crops were to

be large, and that no depression in prices could be produced

except by great sacrifices of stocks, the market again began

to move upward with astonishing rapidity, speculators who

had previously sold rivalling each other in their haste to se-

cure the very stocks which they had expected to depress.

The upward movement included all classes of securities,
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and was especially rapid in bonds of new and promising

enterprises. The beginning of large imports of specie gave

another impulse to the movement in August, and the reports

from Europe, indicating that foreign crops were short and

that very large exports of breadstuffs would be required,

favored hopeful estimates as to railroad traffic, and prompted

great activity in the grain market as well as in stocks, but

thus led to considerable stringency in the money market.

On the 15th a sharp though temporary decline was carefully

engineered, under circumstances which left little room to

doubt its purpose. For some days statements had been

carefully circulated, apparently on the very highest author-

ity, that the Lake Shore Railroad was about to be leased to

the New York Central, and operators in great number had

been led to buy the stocks of the Vanderbilt roads in the

expectation of an advance. When it was announced that

the meeting of the Directors had adjourned without taking

any action in the matter, and that in fact no lease whatever

had been contemplated, an attack upon the stocks caused a

rapid decline and for a short time affected the whole mar-

ket. But again the support given by the purchases of in-

vestors from all parts of the country was so steady and so

strong that the depression quickly ceased, and probably

failed to yield the desired results to those who had con-

trived it. Early in September the market became buoyant

again, particularly in the low-priced stocks and in those not

formerly active in speculation. The oldest operators were

amazed at the vigor and persistency of the advance, which

continued throughout the month with scarcely a check. In

October they were still more astonished, for even the mar-

vellous advance of September seemed insignificant in com-

parison with the upward leaps made day by day in the prices

of active securities. Undoubtedly, during this month most

af the speculators sold again quite largely, and it is equally

probable that not a few of them bought back again at higher
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prices. But in November, when the strongest operators had

sold, and when a large proportion of the stocks had gone

into the hands of investors and the smaller dealers in the

street, a stringent money market was artificially produced

for the purpose of depressing prices. Even then there was

much stubborness, and prices did not seriously break until a

violent attack was made about the 20th, when the rapidity

of the decline showed that for the time the disposition of

investors to purchase had abated.

It was a little later, November 26, that there was an-

nounced one of the most remarkable transactions in railway

securities ever effected. For more than a week, as after-

wards appeared, Mr. Vanderbilt had been in negotiation

with Mr. Gould and several associates regarding the sale of

a large interest in the New York Central. It was then

thought not improbable that the tremendous effort made to

cause a depression of prices on the 20th and for some days

afterward was in part prompted by these pending negoti-

ation?. At all events, after that decline the negotiation was

finally completed, and 120,000 shares of the New York Cen-

tral stock were sold to the syndicate. From that time until

the close of the year the market grew steadily stronger, but

no special efforts were made to secure a great advance, for

reasons which became apparent early in the next year. The
average of the closing prices for 1879 was $58.68, just

$25.69 per share higher than the closing prices of the pre-

vious year.

In January, 1880, many important operations were an-

nounced, all looking toward great changes in the position of

individuals in the market and in the plans of railway man-

agers. Mr. Gould and his associates, under the option in-

cluded in their first transaction, took 100,000 shares more of

the New York Central stock from Mr. Vanderbilt ; Mr.

Huntington sold 100,000 shares of the Central Pacific ; the

consolidation of the Union Pacific and the Kansas Pacific
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Texas was purchased by Mr. Gould and advanced $15.50

per share. In addition, the Louisville & Nashville bought

the controlling interest in the Nashville, Chattanooga & St.

Louis at a high price, and a great advance in the Louisville

& Nashville immediately followed, not less than $34.75 per

share in that month. All these operations pointed to new
and far more extensive consolidations of railroad property

than had hitherto been made. Mr. Vanderbilt, in order to

complete the connections of his system west of Chicago, in-

vested largely in Northwestern stocks. Mr. Gould, having

now a large interest in the New York Central, and control

of the Wabash and the roads connecting it with the Union

Pacific lines, appeared to be on the point of securing a com-

plete system from ocean to ocean under one management.

The advance in all securities connected or supposed to be

connected with this gigantic combination was singularly

rapid.

Nevertheless, early in 1880 unfavorable symptoms ap-

peared in the markets for products. It was noticed that a

great quantity of grain was collected at Chicago, through

the operations of a powerful pool of speculators, and that

the movement eastward as well as the movement to Europe

was completely blocked. The price was held so high at

Chicago, notwithstanding the enormous yield of the previous

year, that shipments could not be made with profit, and in

consequence money became more scarce. Early in Febru-

ary the market was decidedly stringent. But stocks never-

theless continued to advance, though the upward movement

was mainly in new securities rather than in the stocks of the

roads formerly active in speculation. Besides the stocks

already named, Houston & Texas Central advanced $28.50

per share in January, Pullman Palace Car $18 per share,

Indianapolis, Bloomington & Western $14, Chicago, Burling-

ton & Quincy $13, and Oregon Navigation $12 per share.



But before the month closed it became apparent that the

speculation in grain and cotton had checked exports to

Europe, and that the country was likely to have left on hand

an unusually large quantity of its most important products.

In March and in April this state of things caused frequent in-

terruption in the upward progress of securities, and the

operators for a decline were aided by the circumstances

which enabled them at almost any time to make the money
market exceedingly tight. Imports had become large,

amounting in March to $71,000,000 in value, against exports

valued at $77,000,000, and in that month some gold went

out of the country. In April the imports amounted to

$75,000,000, against exports amounting to $70,500,000. The
bank reserves ceased to show any considerable surplus over

the legal requirements about the first week in April, and the

amount of cash held continued low for four weeks. By a

powerful speculative combination, in which New York
operators had a leading part, the price of wheat had been

artificially maintained above $1.22^ at Chicago until about

March 6, and by the 20th of that month had only fallen to

$i.i8X, but by the 17th of April the combination had been

so far defeated that the price fell to $i.o8|^. Though it

afterward advanced to $1.16, May 15th, the collapse of the

pool followed, and the price fell to 91 cents June 19th. The
average price of active stocks reached its highest point

during this part of the year late in March, namely about

$72.69. The advance in Rock Island was $37.75 in March
;

in Louisville & Nashville it was $18.75 ^" February and

$20 in March ; in Burlington, Cedar Rapids & Northern

it was $16.50 in March, and in Western Union it was

$10.37 in February. Though the average of prices had de-

clined by the end of April without any important break to

$65-39, the stubborness of prices showed that forcible

measures would be needed to produce a sufficient decline to

serve the purposes of speculators who had sold. Such
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measures were used. In the month of May the first great

depression was produced, and many people who had held

tenaciously throughout the period of stringency in April

became discouraged and began to sell. Then a vigorous

attack, in which most of the strong operators of the street

apparently participated, was rendered more effective by the

feeling of investors that the advance in prices during the

past eighteen months had been wonderfully rapid and large.

It was felt, too, that the country had been greatly injured in

its commerce by the speculative advance in the price of

products, and there was not a little apprehension that a

serious and long continued reaction might follow a period

of speculation so unreasoning and so wild. The suspension

of the Philadelphia & Reading Railroad and Coal & Iron

Company increased the alarm, and operators who were

prompt enough were enabled to cover their sales on ** short
"

account or to make new purchases. Thus produced, the de-

cline in the average price of active stocks from the end of

April to the lowest point in May was nearly $io per share.

In June a better state of facts existed. The speculation

in wheat had been completely broken, and a vast quantity

of grain came forward from the West. Though much of it

was too late to find a foreign market, large exports of mer-

chandise dispelled the fear of exports ot gold. The banks

rapidly improved their position. Railroad earnings were

good ; the growing crops all promised well, and foreign ex-

change dropped two points during the month. Naturally

there was a rapid advance in stocks, if for no other reason,

because of the purchases of those who had speculated for a

decline. But it was noticed then that, although investors

bought largely, there was a less confident feeling than be-

fore. The artificial character of the recent depression, by

which many persons had been severely injured, caused much

distrust. The feeling began to spread that the market was

no longer an honest and free expression of the public
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opinion as to securities. It is important to note that this

was the second considerable decline produced by artificial

means, because these depressions in the end destroyed the

confidence of investors and of the public, and led to the

stranding of stocks in the charge of the cliques, which after-

wards manipulated the market and dishonestly managed the

finances of railroads in order to influence buyers.

The month of July brought renewed shipments of gold

from Europe and a much better state of feeling. The gen-

eral condition of business appeared to control the market

again. In the language of a financial journal, " the impres-

sion gained ground that the decline in May had been forced

by speculative manipulation, and was not warranted by the

actual condition or prospects of the several companies."

This restored confidence in a measure ; but it is to be re-

membered that it also prepared the minds of investors to re-

gard with great disfavor and distrust any new indication of

artificial control of prices. The market during the summer
was largely influenced by political events. Presidential

candidates were nominated, and the excitement disclosed

somewhat the same diversity of interests and of opinions

regarding the financial future that exerted so great an mflu-

ence in the fall of 1884. In August stocks were strong and

prices steady, though some apprehension was caused by

rumors that a new line was about to be built from Bingham-

ton to Buffalo in opposition to the Erie. The combat be-

tween the Wabash and the Burlington & Quincy railroads

also disturbed Western traffic and the prices of Western se-

curities. But the earnings of railroads continued large, and

the exports of products were large, and gold was still

coming to the country. In September the imports of gold

were $16,000,000, though there were also large imports of

merchandise. Prices were remarkably supported in view of

the fact that the market was especially sensitive throughout

the month on account of political excitement and uncer-
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tainty. But the confidence of many that a change in the policy

of the Government was about to take place, and knowledge

of the threatened building of new competing lines of railway,

at length gave an advantage to those who strove to depress

prices, and a sharp decline was produced. In spite of large

earnings and the abundant supply of money, which helped

to sustain prices, a feverish condition continued during the

first part of the month of October. But when the Indiana

and Ohio elections, which occurred on the i8th, had given

assurance that there was to be no change in the policy of

the Government, great buoyancy in prices at once appeared.

The rnarket was described as the most confident and active

of the year. Some stocks jumped 5 or 10 points in a single

day. The Louisville & Nashville declared a stock dividend

of 100 per cent,.and the zeal of buyers was stimulated by

tidings of largely increased earnings on many roads, by im-

ports of gold amounting in October to over $16,000,000, and

by an easy money market.

During the closing months of 1880 the same conditions

prevailed with little change. It was by experienced men
regarded as the most remarkable market ever seen, not only

because of the rapid and continuous advance in prices, but

because the public appeared to control the movement by

purchases of enormous magnitude regardless of the oper-

ations of speculators. In November another attack was

made by the operators for a decline, but it resulted in defeat

and in a further advance of prices. United States bonds

had become high and scarce, and the earnings of the rail-

roads surpassed expectation, while the Street was constantly

excited by reports of stock dividends or of new issues con-

nected with undertakings of extraordinary promise. Only

$7,000,000 in gold came into the country during November,

but more was reported on the way, and efforts to depress

prices by creating a scarcity of money were abandoned about

the ist of December. The speculators for a decline, being
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then compelled to get back the stocks which they had sold,

increased the advance by their purchases, and on the 17th

the purchase of the Iron Mountain and the International &
Great Northern Railroads by Mr. Gould greatly extended

and strengthened his system, and gave a new impetus to the

upward movement in the securities with which his name was

connected. An important failure, that of Arnold & Co., was

caused by an attempt to control the price of Java coffee

throughout the world, and it was followed by another sharp

attack in the stock market, especially upon Western Union,

which however quickly recovered. It was noticed at this

time that stocks to an unusual amount were going abroad,

and the assent of English bondholders to the reorganization

of the Reading Railroad, with reports showing a very large

increase in the earnings of the Vanderbilt roads, gave the

market a support so general that nothing could resist it.

Thus prices were pushed upward so steadily that the highest

point reached during the whole year was on the last day of

the year, when the average price of sixty active stocks was

$78.92.

It is usually expected that the investment of money dis-

bursed in interest or dividends, and of the profits drawn

from the business of the previous year, will cause much
activity in securities shortly after the ist of January. This

expectation was not disappointed in 1881, and the market

opened with great strength and continued to advance

throughout the month. The Vanderbilt stocks were sought

by investors at very high figures ; the Western roads re-

ported great earnings from the movement of the large crops

of 1880 ; the Northern Pacific stocks mounted higher than

ever ; and the reported consolidation of the Union Pacific

and Central Pacific appeared to complete Mr. Gould's long

desired combination from ocean to ocean. The demand for

investment securities was especially large, and faith in the

future was strengthened by the fact that the prices of com-
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modities were generally lower than in January, 1880. This

gave confidence that the exports of products would continue

to bring to the country large supplies of gold. In January,

1881, wheat sold at $1,171^ per bushel, against $1.44 in

January, 1880, and iron at $24.50, against $40, and wool at

40 cents, against 44 cents, and cotton at 11.69 cents, against

13 cents. It was justly reasoned that the comparative ab-

sence of speculative inflation in the prices of products would

prove helpful both to foreign commerce and to home manu-

factures. A very important event which occurred during

the month of January was the consolidation of the telegraph

companies, which had been for years competing with each

other, and the enlargement of the stock of the Western

Union to $80,000,000. Early in February, also, it was an-

nounced that Mr. Gould had secured the control of the New
Jersey Central, and the advance in prices, which had now

continued for nearly five months without a serious interrup-

tion, raised the average of active stocks to nearly $90 per

share.

It was at this point, when the highest prices yet recorded

in the stock market were current, that a refunding measure

known as " the Carlisle bill " passed the Senate. The

especial provision which gave this bill its name and its

singularly destructive influence was one offered as an amend-

ment by Mr. Carlisle of Kentucky, who sought to prevent

what was considered by many an abuse of power by the

National banks, namely, their surrender of circulation and

withdrawal of bonds at times when the state of the money

market rendered the circulation excessive and unprofitable.

The bill was passed without very careful consideration, and

it provided that from and after its passage no bank should

have power, as before, to withdraw the bonds deposited as

security for circulation by placing with the Secretary of the

Treasury legal tenders for the redemption of its outstanding

notes. The bill also proposed a refunding of the 6 per cent
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bonds of the United States in 3 per cents, with provisions

apparently intended to force the new bonds upon the banks

which had previously held those bearing the higher rate of

interest. Many of the banks took alarm at once, reasoning

that the enactment, if signed by the President, would de-

prive them of the control of their securities and capital

which they had previously enjoyed. Within a day or two

several deposited money for the redemption of their notes

and withdrew their bonds, and their example was quickly

followed by others, so that in a very few days a contraction

of more than $17,000,000 in the circulation resulted. This

contraction, as was natural, caused a corresponding con-

traction of loans and a sudden and severe stringency in the

money market, and the panic in stocks which followed was

one of unusual severity. Within one week, from the day

before the passage of the bill by the Senate until it became

known that the measure would certainly be defeated by the

veto of the President, the average price of active stocks

dropped from $89.11 to $79.37, and the fall in the value of

fifty-seven securities of the par value of $1,226,767,303,

including most" of the same stocks, was no less than

$143,753,700. Including bonds and the less' active stocks,

it can be said with safety that the decline in securities

caused within a single week by the passage of this measure

was not less than $200,000,000.

It was noteworthy and by every one was noted that this

great decline was not caused by speculative manipulation.

T6 dangers of that sort investors had been repeatedly intro-

duced already. But this event forced them to become

acquainted with a new danger, namely, that mistaken legis-

lation by Congress, though prompted by the best motives,

might at any time destroy in a single week one-eighth of the

value of their securities. The powers of Congress had not

increased ; the facts had not essentially changed. But the

events brought the danger so forcibly to the knowledge of
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investors that they had a most powerful influence upon pub-

lic opinion. A great number of new investors, here and

abroad, who had not been accustomed to the holding of

American securities prior to 1878, were now taught by sharp

experience that they could not always count upon financial

legislation of the wisest and most favorable character. They
were taught, too, that prices of many stocks had advanced

so far that any important change in the state of the money
market, or in the condition of trade or of financial prospects,

might bring about a sudden and severe decline. The
memory of this violent shock remained, and influenced the

minds of investors and speculators, long after its immediate

effects had passed.

March opened with the veto of " the Carlisle bill " by

President Hayes, and with the inauguration of President

Garfield, who quickly gave evidence that the financial policy

of the Government would not be changed during his ad-

ministration. This gave strength to a market otherwise still

tending toward weakness. Importations of gold amounting

to $7,000,000 also helped, and the exports of domestic

products exceeded the imports by $24,000,090. The banks

were rapidly regaining their strength. But the weather in

the Northwest had been exceedingly unfavorable. It was

already known that some injury had been done to the crops,

and that the immediate effect upon railroad earnings had

been considerable, though by operators for a decline it was

naturally exaggerated. They sold heavily of stocks that

they did not own, and thus gave opportunity to the strong

operators who were still heavily loaded with stocks to force

prices up again with rapidity. Early in April, too, came the

announcement of a remarkably simple and very wise plan for

refunding the 6 per cent, and 5 per cent, bonds then about

falling due. Secretary Windom gave notice that the bonds

would be redeemed on a certain date upon presentation, but

that the holders, if they chose, could have them extended at
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interest. The announcement met with immediate success.

In a few weeks not less- than $580,000,000 of 5 and 6 per

cent, bonds were thus by consent of the holders extended at

3^ per cent, interest, with the right on the part of the

Government to redeem them at any time. This magnificent

operation, which splendidly completed and crowned the

refunding process and established the credit of the Govern-

ment on the very highest basis, gave the utmost confidence

to operators for an advance in prices. They were not slow

to take advantage of the opportunity, and the rise continued

until the 26th of May. The influence of this financial oper-

ation upon foreign investors was very great, and the demand
from abroad for American securities became larger about

this time than it had ever been. Meanwhile the increase in

the earnings of the railroads was about 25 per cent., in com-

parison with the earnings of the previous year. A wonderful

activity was observed in all branches of industry and trade,

though by not a few it was regarded with some alarm, as

being probably the result, in some measure at least, of the

great inflation of currency which had taken place within

three years. One journal called attention to the fact that

the supply of gold in use had increased no less than

$234,000,000 since January i, 1879, according to the official

report of the D. rector of the Mint, and then remarked :

" One can hardly expect to see speculation collapse in such

a medium for supporting its life as this affords." Yet the

collapse was npt far distant. It was noticed, also, that new
stocks were placed upon the market in enormous amounts.

The zeal of investors and of speculators was stimulated by
many important operations, such as the purchase of the

East Tennessee, Virginia & Georgia and the Memphis &
Charleston by a syndicate headed by Colonel Cole, the settle-

ment of differences in the Northern Pacific Company, so that

complete harmony with the Oregon Navigation was secured,
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Missouri, Kansas & Texas to the Missouri Pacific. Under
such influences the market continued to advance steadily

until the average of sixty average stocks on the 26th of May
was S92.15, against $78.92 at the end of the year 1880, and

$89.11 in February before the break caused by the passage

of "the Carlisle bill." As an indication of the temper pre-

vailing at that time, it may be remarked as a curious fact

that on the 28th of May, just two days after the highest

prices for the past generation had been made, one of the

most conservative and sober financial journals in the country,

the " Financial Chronicle," editorially remarked :

There is much talk, as there has been after each previous advance, of

the tumble which must necessarily follow. But there is such a basis of

real strength for higher market values of good properties that the lighter

weights are carried along without material reaction. A fresh advance

only raises anew the question where and when will it end ? The bolder

operators laugh in reply, while the more timid realize their profit. But

the latter quickly buy in again as the market begins to run away from

them. The truth is, first-class properties have been very largely with-

drawn from the street and locked up by investors. Hence every specula-

tive sale makes it more difficult to obtain them to cover, while the

purchase pushes up the price. Besides that, the whole community seems

to have money to invest and are eager buyers on any decline in values.

This fact and the continued increased earnings—not quite so universal

but general—the excellent and constantly improving business in progress

in almost all departments of trade, the promising outlook for the crops

and the abundance of capital offering in the loan market, seem to furnish

every favorable condition necessary for a buoyant market.

These remarks are quoted as an evidence of the mistaken

expectations formed at the time, even by the soundest and

most prudent men of the street. A glance at the diagram

on page 92, in which the black line records the course of

prices of active stocks for thirteen years, will show how com-

pletely the most prudent observers were misled in May, 1881.

For it will be seen that the slight decline, which had com-

menced on the very day before this statement appeared,



continued from that day for fully three years without import-

.ant recovery, and that prices have at no time since been as

high as they were when these expectations were entertained.

But it would be unjust to infer that they were wholly un-

reasonable. As we shall see, there was in fact good reason

to believe that, but for the interruption of events which could

not then be anticipated, the market would probably have

continued to advance for some time longer. The condition

of the crops was not indeed quite as favorable as the re-

marks quoted would indicate, but by far the greater part of

the injury sustained, it afterwards appeared, was the result

of the prolonged drought which began about the ist of June.

The community did seem to have an unlimited supply of

money to invest, although even at the time these remarks

were written the supply of available funds appears to have

been substantially exhausted by the enormous sales of new
securities to be delivered in the near future. Hence, just at

the turning point many of the ablest and most conservative

people, who had not been carried away by enthusiasm during

all the upward rush of prices for nearly three years, were

moved to speak even more confidently of the future than the

journal above quoted.

In reviewing this marvellous advance in prices, which

lifted to $92 per share the same stocks which had sold in

1877 at less than $23 per share, so that the investment of

$100,000 at the average prices of April, 1877, would have

been turned into just $400,000 at the prices of May, 1881,

it is not to be ignored that the movement had a broad and

solid basis in a wonderful improvement in the real condition

of business and industry. The advance in the amount of

exchanges, in the products of manufacture, in the yield of

the principal crops of agriculture, in the exports of staple

products, in the payments of debts, public and private, and

in the traffic of the railroads, had "been very large indeed.

But meanwhile the circulation of paper representatives of
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The amount of securities outstanding had been increased

beyond all measure. The managers of the Stock Exchange

felt that it was not their business to guard the public against

the excessive manufacture of securities, or against the issue

of securities for the construction of railways not required by

the condition of business. At the same time it is right to

observe that it was not then the fact that the railroad mile-

age had increased faster than the traffic of the railroads.

The error was in supposing that the same increase must

continue indefinitely, and in contracting for securities which

were obviously designed to provide for an increase of rail-

road mileage far beyond the needs of business, unless busi-

ness should continue thus to increase. The mileage of

railroads in 1877 was 77,112, and in 1881 it had risen to

101,949, an increase of 25,837 miles in about four years, or

34.9 per cent. But it also appears that the aggregate move-

ment of freight on seven of the great railroads, the Pennsyl-

vania, the New York Central, the Erie, the Lake Shore, the

Fort Wayne, the Philadelphia & Reading, and the Chicago

& Northwestern, had increased during the same time from

7,547,000,000 tons one mile in 1877 to 13,265,000,000 tons

one mile in 1881, or 75.8 per cent. Thus the increase in

actual traffic on the principal roads was more than twice as

great as the increase during the same period in railroad

mileage. This increase, moreover, was not confined to

either line or system of roads, though much smaller on the

Philadelphia cS: Reading, the only gi^at coal-carrying road

included, than on either of the others. The following com-

parison of the ton-mileage of the different roads for 1877

and 1 88 1, with the percentage of increase for each road, will

serve to show in a measure how vast was the expansion of

the business served by some of the more important trunk

lines and their connections, which formed the chief basis of

the advance in prices so far as that advance had any sub-
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stantial basis in actual changes for the better in the business

of transportation by rail

:

1877. 1881. Per cent

Pennsylvania
New York Central

2,097,000,000
1,620,000,000
1,114,000,000
1,080,000,000

440,000,000
711,000,000
485,000,000

3,701,000,000
2,647,000,000
1,984,000,000
2,021,000,000

1,044,000,000
887,000,000
981,000,000

76.5
63.4
78.1
87.1
137-2
24.7
102.3

Erie
Lake Shore
Fort Wayne

Northwestern

Total 7,547,000,000 13,265,000,000 75.8

The increase of tonnage was not accompanied by a cor-

responding increase of earnings, it is true, because the roads

were compelled by competition with water routes and with

each other to accept lower rates. But it is nevertheless the

surest measure of the growth of the business upon which the

prosperity of railroads depends. Nor is there reason to

doubt that the increase upon many other roads during the

same period was fully as great as the increase upon these old

and long established lines. Thus the increase in railroad

mileage during the years under consideration would have

been excusable but for the facts that, first, the roads had

been generally bankrupt in 1877, and it was not desirable to

reduce them to the same state again, and, second, the traffic

in 1877 had been abnormally low, and the increase upon

recovery from that unnatural state could not reasonably be

expected to continue at the same rate.

But the advance in the prices of stocks, it will be observed,

was far beyond the increase in amount of traffic, even if all

the railroads in the country had gained as much as the trunk

lines named. Probably all did not. But if so, there was

still no basis for an advance of 300 per cent in the average

price of all active securities. It should also have been re-

membered that the roads were increasing their debts and

were adding new and less profitable mileage year by year
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and were incurring enormous obligations besides on account

of connecting lines.

The greatest part of this inflation of prices, it is now
evident, was due to the state of the currency and the finan-

cial operations of the Government. The expansion of the

currency during the same years, as will hereafter be shown,

was from $727,000,000 to $1,184,000,000, or more than 62

per cent. Only those who suppose that dollars cannot move
faster and perform more operations at one time than at

another will conceive that there was occasion for any such

increase. The effects of this enormous inflation of the cir-

culating medium will hereafter be considered, and it will be

seen that it was the chief cause, not only of the unnatural

advance in the prices of products in 1879, but also of the

wild speculation in products which afterwards brought dis-

aster to legitimate business and industry. It not only caused

the surprising advance in the prices of stocks, but also gave

great speculators the power to secure that artificial control

of prices which afterwards destroyed the confidence of in-

vestors in the market for securities. Monetary mflatior was

therefore the chief cause, both of the extravagant advance

and of the subsequent collapse.
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VII.

Speculation Breaks Down.

If asked in May, 1881, what had caused the great advance

in stocks, almost any operator would have answered, " Win-

dom and Europe." If asked about the end of June what

had caused the decline within thirty days, almost any ope-

rator would have answered, " Vanderbilt." Each statement

would have been true. But each would have concealed

behind it a greater truth. Secretary Windom's success in

his wonderful refunding operation, and the large purchases

of American securities on European account, were in the

main both due to the unparallelled growth of prosperity in the

country. Solid investors had not been buying for years, and

taking stocks away from the market, merely because for.

eigners were buying. In like manner, behind the war of

rates which Mr. Vanderbilt brought about in the summer of

1881, was the fact that too many competing lines of railway

had been brought into existence or projected, as a conse-

quence of the power which operators had gained to manu-

facture both securities and prices at pleasure. The prices

of many securities had been advanced more than the circum-

stances justified, and as to the character of securities there

had been too little diserimination. A reaction at no distant

day was inevitable. But it need not have come when it did,

and it certainly would not have been so disastrous to railroad

properties, had not railroad managers themselves commenced
it by manipulation to force down the prices of particular

stocks.

In May and June few circumstances appeared to fore-

shadow an immediate decline, though it was seen that the

prices of some securities had been advanced excessively or

without reason The exchanges indicated that the amount of

business between the banks in all parts of the country was
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very large, and they had never been equaUed in amount,

even after ample allowance for the transactions connected

with speculation. It was true that about twenty iron furnaces

had stopped working in May, but it was also true that about

that time in the year many usually stop for repairs. It was

true that the National Millers' Association had sent out

statements reporting a great decrease in the yield of wheat.

But the millers had been in the habit of issuing gloomy pre-

dictions in the spring, for they usually have not a little flour

to sell in May and June, and the public habitually received

their estimates with large discount. Subsequent events

proved that the reports of injury to wheat prior to the

drought in June had been enormously exaggerated. It had

been said in May that the yield of wheat would not be more

than 320,000,000 bushels. Afterward came the severest

drought ever known, which did in fact cut down the yield

below what it otherwise would have been by 100,000,000

bushels or more, and nevertheless the final yield after all-

this subsequent damage was 380,000,000 bushels—much

larger than had been estimated in current reports before the

drought began. There had been some disturbance on the

London Stock Exchange, for a day or two amounting almost

to a panic, but it produced no results whatever on this side

of the ocean, and its influence on the other side passed very

quickly. The managers of railroads-who were at that time

speculating for a decline made the most and the worst of

these and other unfavorable indications. But one cannot

study the history of 1881 without coming to the conclusion

that, if the crops had proved as large as they were in June

with reason expected to be, if President Garfield had lived,

and if the railroad managers had not quarrelled on purpose

to depress prices, a further advance in the better securities

might have been realized. The inflation of currency con-

tinued, and favored such an advance. Business was of great

magnitude and largely 'profitable, and so continued even
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after the partial failure of crops, for it was in many respects

both larger and more profitable in 1882 than in 188 1. In

the railroad business a reaction could hardly have been

delayed more than a year or two, because contracts had
already been made for such construction as to ensure dis-

astrous competition for important lines The expansion of

speculative operations in products was also an insuperable

obstacle to long-continued prosperity ; speculation could not

have grown in volume and in audacity much longer without

prostrating, legitimate business, and yet its expansion could

not have been checked without a reaction severe and long

continued. Thus causes were in existence to render an

ultimate reaction inevitable, and not very far distant. But

it came in 188 1, primarily because railroad managers them-

selves began it.

Within two months after the reasons for expecting a great

advance in prices were recounted by the most conservative

observers, the average of sixty active stocks of the new list

had dropped from $94.40 to $83.29 per share, or 13.3 per

cent. Early in June some depression in the market was ex-

plained by rumors that great operators had been selling

very heavily. Yet no large depression then occurred. Day
by day it was predicted that Europe would at once send

back enormous blocks of stocks. But the stocks did not

come. The silver question was used by some to excite ap-

prehension, but how distant the danger was subsequent

events have shown. In reality the sole cause of a change in

the tone of the market prior to the latter part of June was a

change in the speculative position of railroad managers, for

their change in position was the only cause of the war of

rates in which they then engaged. It may be safely affirmed,

in the light of all subsequent events, that the strife about

rates in 1881 would not have occurred, if some of the mana-

gers of railways, who had usually been large holders of the

stocks of roads which they managed, had not previously sold
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more than usual, or had been able without loss early in the

month of June to buy back the stocks sold. At the outset

this war seemed to be much more violent within the walls of

the Stock Exchange than anywhere else. It was called " a

very civil war," and it appeared to be carried on much in the

Chinese fashion, as if it were more important to make a loud

noise than to hurt anybody. Even after it became more

bitter, it was noticed, when the Fort Wayne loudly pro-

claimed reduced rates from Chicago to New York, nomi-

nally only 12 cents per hundred pounds, that nevertheless

the rates to ordinary -shippers were not really changed, and

the primary object of many public announcements of low

rates seemed to be accomplished when the prices of stocks

were affected. If the object was not to hurt anybody, ex-

cept the hapless investors who then were holding stocks

which the managers wanted, the war was shrewdly con-

ducted at the outset to that end. The investors, however,

wanted to sell all the less, because they saw that the mana-

gers wanted to buy. But at a later stage this strife began to

do serious damage to the railroads. Many attempts were

then made to stop it. Meetings were held in vain, and Mr.

Vanderbilt was appealed to with great earnestness by people

who believed that he could end the contest in a day if he

wished. Whether they were right or not, he did not end it,

and the public generally held him chiefly responsible for its

continuance and for the harm that it did.

Mr. Vanderbilt had indeed some excuse for irritation. His

railroads had been losing in proportion of grain transported

from the West, and the Erie and other rival roads had

gained what his roads had lost. But he had known this

when he sold stocks early in May and started on a trip to

Europe. He could hardly have imagined that a long war of

rates with a bankrupt railroad like the Erie would help the

matter. Nor is he likely to have been ignorant of the report

then everywhere current, that Mr. Jewett, President of the
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Erie, was also '' short " of stocks. The war between Mr.

Gould's new roads and the Burlington and Quincy was not

new in June, 1881; it had been coming to a head for months

while prices were rising with marvellous rapidity. Moreover,

Mr. Vanderbilt's policy for years, in regard to the manage-

ment of his roads and the treatment of Western connections,

had been such as to prompt many powerful interests to favor

the building of new lines in opposition to his. He had seen

this contest coming some time before, and had sold two

hundred and fifty thousand shares to Mr. Gould and his

associates at prices much lower than those which ruled in

May, 1881. It would not be strange if he was irritated at an

advance of thirty dollars per share after he had parted with

so large a part of his securities. The organizations were

already in progress which resulted in the building of the

New York, Chicago and St. Louis, the control of which was

afterwards purchased at large cost by the Lake Shore, and

of the New York, West Shore & Buffalo, which has been to

this day a cause of large loss to the New York Central. It

is no secret that the building of either of these roads could

have been prevented by a moderate expenditure, at any time

for several months. It is perhaps a significant fact that the

New York, Chicago & St. Louis, a road closely parallel with

the Lake Shore nearly all the way from Buffalo to Chicago,

was built by a company organized in April, 1881, and in the

very next month Mr. Vanderbilt was reported by his friends

to have sold large blocks of stock at the high prices, ancf the

war of rates' began. It was believed at the time, both by

friends and foes, that he had a double object, to cripple the

new undertakings by a depression in the prices of railroad

securities so serious that the building of the New York,

Chicago & St. Louis and the New York, West Shore & Buf-

falo would be abandoned, and to buy back at lower figures

the stocksof his own roads which he had sold to Mr. Gould

and his associates and at later dates. It is not always proper
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and believed, when they attribute to a man intentions which

he disclaims. But it is strictly proper to call attention to

the obvious fact that, if Mr. Vanderbilt had acted on the

motives then ascribed to him, he would have acted precisely

as he afterwards did for months, whereas, if he had been

anxious at that time to sustain the stocks of the New York

Central and the Lake Shore, the building of the new roads

could have been prevented. Moreover, it was particularly

noticed that when stocks were violently assailed by a power-

ful combination of speculators, who seemed to have at com-

mand unlimited resources, the stocks of Mr. Vanderbilt's

roads were most frequently selected for the most savage as-

saults, his friends continually complaining because he would

not support them. And when money by the millions was

afterwards sent to Chicago to " corner " the grain market, to

lock up grain, to prevent shipments, and so to help the

operators for a decline in stocks. United States bonds bear-

ing Mr. Vanderbilt's name were said to have been used

repeatedly in loans for that purpose.

It is of less importance to this inquiry to determine by

whom the work of depression was begun than to point out

the fact, well known at the time, that it was begun by promi-

nent railroad managers themselves, and that they acted for

months as if their chief object was to buy at the lowest

possible prices the stocks of the companies in which they

took most interest. The war of rates could not otherwise

have begun, nor could it have been prolonged as it was, un-

less the managers of some of the trunk lines had been in

perfect accord of purpose with the powerful combination of

speculators whose agents openly boasted, when New York

Central was selling at 150, and Lake Shore at 135, that the

stock of the Central would certainly sell below 90, and the

stock of the Lake Shore below 70. What ground these men
had for a belief then apparently so surprising it is difficult
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to say. As to the speculators who were not railroad mana-

gers, their desire for frequent changes in the market is easily

understood. The genuine speculator is not contented with

an advance in prices from lo to no, but he wants the price

to move from lo to 40, and then from 20 to 50, and then

from 30 to 60, and so on, in order that, instead of gaining

^10,000 on an investment of $1,000, he may make $38,000,

more or less, on the same investment, realizing profits as the

game goes on. The advance from an average of 80 in

February to an average of 94 in May was enough to invite

realizing sales by speculators. Moreover, great blocks of

new and comparatively worthless stocks had been lifted and

sold out to a confiding public, and it was now necessary to

depress the market in order to gather up a new supply, upon

which the same operation could be repeated. Accordingly

there were both wars and rumors of war for months.

The danger incident to all operations with loaded dice is

that the intended victims may come to understand the game.

There is also the danger that there may come such unex-

pected interruption as to break up the game altogether. The

depression which the operators who held the most of the

stocks in the street deliberately began in May, 1881, has

lasted four years, and has sent some of them to the bank-

rupt courts, partly because their plans were interrupted by

unforeseen events, and partly because the public came to

understand the game and declined to be operated on any

ionger. The first in importance, of the external interrup-

tions which .took the market from the control of these

speculators, was the great drought, which surpassed any

other on record in extent and duration, and which probably

cost the country 1,000,000 bales of cotton, 50,000,000 bushels

of potatoes, 100,000,000 bushels of wheat, 500,000,000 bushels

of corn, and injured other crops severely. The consequent

reduction in the number of living animals enhanced the cos.

of food to all" consumers more than two years. At first, be-
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cause "wolf" had been cried so often, the reports of disaster

were but little regarded. The circumstance that the millers

and others had been much more zealous and able in imagi-

nation that year than ever before, and much more startling

in reports of damage done during the winter, and that the

reports 'from such sources had been more thoroughly dis-

credited than usual by subsequent information, naturally led

to the belief that the accounts of injuries in June were only

new devices to serve the same speculative interests. But

before July had fairly begun it was known that wheat was

suffering real and serious injury, in place of the pretended

injury reported earlier in the year. The loss in wheat was

only a small part of the year's losses. The worst of the in-

jury was done still later, even to the wheat crop, and

especially to other crops. But serious injury to wheat came

to the knowledge of the country in July, when many specu-

lators had become most anxious to lift up the prices of

securities, which then threatened to drop too far for the

comfort of speculators of any sort.

The most startling interruption of all business calculations

came on Saturday, July 2d, when President Garfield was

assassinated. Within a few hours prices dropped over $5
per share, or nearly 6 per cent., during the short session of

a single day, declining from about $94 per share to about

$88.60 per share, and had there been any market on either

of the next two days the immediate decline would have been

much greater. But on Sunday, the day following the

assassination, and on Monday, July 4, the reports were most

favorable, and when the market opened on Tuesday it was

with strong hope. From that time for many weeks the pulse

of the market was the pulse of the wounded President, and

the prices of railroad stocks rose and fell, day by day, as the

prospect of his recovery grew brighter or faded. It is not

difficult to appreciate this dependence of the markets upoii

the condition of the President, when it is remembered that
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the last and most surprising achievement in restoring the

public credit had been the work of Secretary Windom, under

President Garfield's authority, and it had produced a more
powerful impression upon investors at home and abroad than

any other event since the close of the civil war. The ques-

tion was constantly asked by everybody, whether a transfer

of executive power to Vice-President Arthur, who had repre-

sented a political element hostile to the President, would not

involve a great change in the financial policy of the govern-

ment. The position of President Garfield as to the public

debt, the tariff, the banking and currency and silver ques-

tions, was known and had entered into all calculations

regarding the future. But the opinions of Vice-President

Arthur were on many points unknown, though on the tariff

question he was known not to be in entire accord with the

majority of his political associates. Nor should it be for-

gotten that, prior to Mr. Arthur's accession to the Presi-

dency, every Vice-President in the history of the country

who had succeeded to that post had broken with the party

by which he was elected and had made alliance with its

antagonists. There was a vague fear, too, that the shot of

Guiteau was the beginning of such factional strife and such

resort to violence as had wrecked other Republics in the

old and the new world. It was gravely asked whether the

succession of a bitter antagonist of President Garfield under

such melancholy and exciting circumstances would be peace-

fully endured. If these doubts and fears now seem absurd,

in the light 'of the calm, orderly and generally acceptable

administration of the government which followed President

Garfield's death, it is but the truth to say that they filled the

thoughts of many sensible and sober men during those

weary months of uncertainty as to his fate, and had an im-

portant influence on the action of thousands, not only abroad,

where distrust of the stability of the Republic was natural^

but in this country also. '
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The immediate effect of this great shock, however, was

not so great as its indirect effect. It broke the spell which

nearly three years of wonderful prosperity and an advance

of 300 per cent in prices had thrown over the spirits of men.

At once many, who had not a doubt on the afternoon of

Friday, July ist, began to ask themselves as calmly as they

could what reason there really was for expecting an advance

or a decline in prices. Then for the first time the fact was

fully appreciated that the actions of railroad managers them-

selves had been the chief and almost the only cause of the

decline in June, and that the speculative director had again

been waging war on the investor. It is not strange that

distrust rapidly increased. Previous spasms of depression,

engineered in like manner by speculative directors, were

remembered. Thorough indignation with many gave sup-

port to the counsels of caution. The investors began to

sell. The public began to withdraw from the market for

securities.

When men looked to the condition of properties, more-

over, they saw that work had actually begun on many parallel

or competing lines of the utmost importance. They saw

that a line close to the Lake Shore from Buffalo to Chicago

could not help that company; that another parallel to the

New York Central from New York to Buffalo could not fail

in the end to divert considerable traffic, and that the exten-

sion of the Lackawanna from Binghamton to Buffalo would

inevitably damage the Erie. They saw that all over the

country roads were being multiplied in the same way, and

some of them with no regard for the actual needs of busi-

ness, but in order to force older lines to surrender a part of

their profits. As long as these enterprises had been on paper

only there was little alarm. It was presumed that if the older

roads were in any real danger their managers would effect

some compromise and prevent the threatened competition.

But in July it was seen that several of these enterprises had
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passed the stage of preparation, had secured at least a con-

siderable part of the money required for building, and had

actually begun the construction of the new lines. It was

seen, too, that the management of many railroads had fallen

into the hands ot powerful speculators, who were not accus-

tomed to direct properties without regard to their private

interests in stocks. It was seen that the condition of many
corporations had been suspicious, and that appeals to the

chicanery of law to cover wrong-doing had become pamfully

frequent. All these things led investors to sell, and hastened

the withdrawal of the public from a market which was now
considered no longer a faithful representation of the

deliberate judgment of the country with regard to securities.

But this was not all. The general state of business was

for the first time seriously examined, and it was seen that

there were many reasons for distrusting the future. The
crop news had been steadily growing less favorable, and,

regarded now with an earnest desire to ascertain the truth,

it soon convinced men that serious losses were inevitable.

That the traffic of the railroads would be affected, that the

purchasing power of a vast number of farmers would be

reduced, and that manufactures would thus become less

profitable and trade less active, was readily foreseen. It was

considered, too, that speculation in products had played

mischief in the country, had enormously increased the cost

•of production and of living, and had made the people pecu-

liarly ill-prepared for any season of enforced economy. It

was felt rather than seen that this season of wild speculation

must have involved no one could tell how many men and

banks in debts or defalcations, which a period of pressure

would bring to light. It was seen that the silver business

threatened in the end to disorder the currency of the

country entirely, and that the political changes resulting

from the accession of President Arthur, with Congress

divided as it was, would be likely to bring about a speedy
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agitation of the tariff question with consequent uncertainty

for manufacturers. Thus hour by hour the public became
less satisfied with the prospects, and sold more largely of

securities, and more completely withdrew from the market.

These influences were not fully developed at once. The
thoughts which influence one man to-day, he imparts to

another to-morrow, and both give them to others the next

day, and so with increasing force the ideas spread through-

out the whole community. It was so after the shock in July,

1881, caused men to consider the situation soberly. Week
by week the more disheartening features of the situation

became more generally understood. After a time, nearly

everybody about the street was thinking and talking of the-

the new stocks and bonds, said to be $700,000,000 in amount,

which had been placed on the street within a year, of the

many competing lines which were being constructed, of the:

partial failure of the crops and of the bad business to come
after. In time it was recognized that speculation in stocks

had played too large a part in the business of the country;

that it had not only disturbed the finances, and involved the

banks, and stimulated the creation of too many railroads,

but had manipulated markets of all sorts, had manufactured

new securities, had debauched legislatures and courts, dis-

turbed legitimate business, and wrecked lines of transporta-

tion.

When the assassination became known, July 2nd, the

market was divided into two powerful camps. Mr. Gould

appeared to be at the head of the combination of cliques

and of capitalists by which the stocks of most of the impor-

tant roads were controlled. On the opposite side was a

powerful combination of speculators with whom Mr. Vander-

bilt appeared to be acting, and not a few other railway

managers whose interest for the time seemed to be rather to

depress than to support securities. The market had been

attacked repeatedly in the month of June with great energy,
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but had been so strongly sustained that prices had yielded

but little. At the lowest point touched during the month,

on Tuesday, June 28, the average of active stocks was

still $90.24, only $4.16 below the high water-mark of May,

and*on Wednesday and Thursday the market rallied so

rapidly that the average of closing prices for the month was

$92.42. It was the common understanding that Mr. Gould

and those who were acting with him had supported the

market intending to make a strong upward movement in

July, with the aid gf the investment purchases which are

usually to be expected in that month after half-yearly settle-

ments have been made and interest and dividends paid.

When the violent shock came on Saturday, July 2nd, all who
were greatly interested in securities found it necessary to

give the market what support they could. Probably all the

cliques in control of different stocks were obliged at that

time to add very heavily to their holdings in order to prevent

3. complete collapse of prices. During the month of July the

sales by investors, the withdrawal of the public from the

.

street, and the disheartenment on account of the business

outlook, gave the upper hand to the operators for a decline,

and the average of active stocks was depressed by the 27th

of July to $83.29. Nevertheless those who were engaged in

supporting prices did not lose confidence nor abandon their

undertakings. They had against them the influence of the

railroad managers who were engaged in the war pf rates, but

they had on the other hand an important advantage in the fact

that the speculators, who persisted in selling largely stocks

that they did not own, could be attacked in detail and forced

to buy first one stock and then another in order to avoid

heavy losses. In this way the market was adroitly managed

throughout the season. The first important operation of the

summer was the great "corner" in Hannibal & St. Joseph

common stock, by which the price was rapidly advanced tct

350. But by the end of August the aver'age of prices had

I
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been raised less than half a cent on the dollar, and mean-

while the uncertainty as to the fate of the President con-

tinued. In September two enormous speculations came to

a head, the great cotton corner at Liverpool and the oil

speculation here. During that month, also, Presiden^Gar-

field died, but his successor was quietly inaugurated, and

assumed the duties of his office in such a manner that appre-

hension of a serious change in the policy of the Government

was soon allayed. Thus by the end of September the

average of prices had advanced to ^^84.35. ^^ the next

month extraordinary efforts were made to break the market,

not only by direct assaults upon prominent stocks, but by

creating a stringency in the money market and by locking

up grain at Chicago. Immense sums of money went from

this city to sustain the operations in grain at the West, and

a double purpose was thus served ; the stringency of money

here was intensified, while the shipments over the railroads

were checked. It did not matter to the speculators engaged

in these operations that the exports of products were also

checked, or that the tightness of the money market seriously

interrupted industry and legitimate trade. But, notwith-

standing formidable combinations to depress the price of

securities, the results attained were for the time very unsatis-

factory. If some stocks were depressed, others were rapidly

and largely advanced, and the market was generally sup-

ported with a strength which, considering the constant

emptying of stocks by investors here and in Europe, was

regarded as most surprising. For the time, notwithstanding.!

the power of the railroad managers to continue their war of

rates, and notwithstanding the advantages given by the

partial failure of the crops, the combination met with defeat.

Several firms failed'at Chicago; a break of 15c. occurred in

the price of wheat ; the blockade was swept away and pro

ducts began to move in large quantities, and the prices of

stocks, though temporarily depressed, were less than half a
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cent on the dollar lower at the end of October than at the

end of September.

Presently, however, the difficulties of those who were

struggling to stem the tide were seriously increased by the

begmning of failures among the banks. In November the

Mechanics' Bank of Newark startled the country by a dis-

astrous failure in which other banks were involved, and

during the same month the Pacific Bank and others at

Boston were compelled to suspend because of the operations

of the speculator. Weeks. These events caused not a little

distrust, and yet were looked upon as sporadic cases, rather

than the beginnings of an epidemic. It was supposed in each

case that the reckless speculation in which a few individuals

had been engaged was exceptional in its character, and that

other banks would not be found to have been involved in

the same manner by other speculators. The events of the

past three years have made it only too well known that the

few failures in November, 1881, were but the skirmish line

of an army of disasters, defalcations and frauds, which the

wild speculation of previous years had engendered, and

which the reaction in its progress was certain to disclose.

The collape of the Mechanics' Bank of Newark, and the

failure of Grant & Ward and the Marine Bank of New York^

were in the strictest sense results of the same disorder, and it

was more than suspected before the year 1881 had closed

that many other banks in various parts of the country had

become hopelessly involved during the years of speculative

ejy:itement.

But the immediate effect of these disasters was once more

to compel the operators and the cliques then supporting

prices to put forth their strength still more resolutely. It

was fortunate for them that a great army of small traders^

following in the wake of the combination of operators for a

decline, had contracted the habit of selling stocks recklessly

at the first whisper of any great disaster. Those who were
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supporting prices had only to take everything that was

offered by the speculators and by the public, and then to

force those who had sold property which they did not own to

buy it at an advance. The month of November witnessed

such a sharp turn of the market against the traders, and the

average of prices rose during that month $2.40 per share

—

closing at $86.34. But this was the last important effort for

the year. When the struggle was over it was found that the

public had not been induced to buy stocks again, as it had

done after every other decline for years until the first of

July, but had, on the contrary, seized the opportunity to

empty more of its securities into the street. The market

became heavy with the increased load; the attacks of specu-

lators for a decline were renewed; the evil effects of the

speculation in grain upon the foreign trade of the country

became more fully appreciated; the war of rates was con-

tinued, and the year closed with an average of prices lower

than had been touched at any time since the first few days

in January, namely, only $81.98.

In 1882, in spite of the depression with which the previous

year had closed, the first two weeks of January were weeks

of confidence and a vigorous advance in prices. The pur-

chase by Mr. Gould and associates of a controlling interest

in the St. Louis & San Francisco Railway was an event of

importance at this time. By the 14th the average prices of

stocks had risen to $84 44, and there was undoubtedly a

strong hope behind this advance that the investment of

money received in yearly settlements would not only relieve

the market from much of its load, but start a lasting up-

ward movement in-whichthe public would at length take

part. When these hopes faded, when it was seen that even

the usual January re-investments were remarkably small,

that the investors were rather inclined to sell than to buy

as long as some railroad managers continued to use both

the market and the railroads for the plunder of the public,
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and that the number of outside participants in speculation

was not increasing but diminishing, the disheartenment

became very great. Prices ran down rapidly until the last

week in February, then recovered a little, when it was hoped

that the trunk-line war would be settled, and then rapidly

declined again with heavier sales and a greater appearance

of general weakness than had been seen for a long time. On
the 13th of March the gloom had become so great, the sales of

stocks by investors had become so heavy, and the efforts to

break down the credit of prominent supporters of stocks were

so audacious and shameless, that Mr. Gould resorted to an

extraordinary expedient. He called in some of his friends

and exhibited to them, according to their reports, certifi-

cates for 230,000 shares of Western Union, 120,000 shares of

Missouri Pacific, 60,000 shares of Manhattan, 200,000 shares

of Wabash common, and $10,000,000 in bonds of the New
York and Metropolitan railroads and Wabash preferred

stock. The certificates were in his own name, in the main

undefiled by the pen of an endorser or the pin of a money-

leader. He offered also to show $30,000,000 in bonds of

various roads. This was considered conclusive evidence,

not only that Mr. Gould was enormously strong finan-

cially, but—at that time a more important matter—that he

at least had not taken part in the efforts of some other

railroad men to depress prices during the previous year.

The irreverent youth of the street laughed at " Mr Gould's

spring opening," but the effect produced on public opinion

was for the time very great. Presently it was seen that there

had been concert of action. Mr. Vanderbilt gave the public

a declaration in favor of higher prices, and it was announced

that the railroad war had been completely settled. Then
followed what is known as "the peg campaign," in which

there was not only no effort to conceal the manipulation by

great operators, but the upward movement was allowed to

derive most of its strength from the plainly announced
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artificialness of the operation and the boasted indifference

of the manipulators to public sentiment or public support.

Orders were issued for each day, it was openly boasted, t©

** put the pegs" at a certain point in each active stock, and

to buy all the stock that could be bought at that price, no

matter how much. Followers were kindly permitted to

know, day by day, how much higher *' the peg" was to be

placed on the day following, and having found the predic-

tions correct for several days, the weaker multitude of the

street began to place in these announcements the same in-

telligent confidence which the country youth puts in the

statement of the thimble-rig manipulator. It need not be

doubted that, if the public had kindly responded by taking

a satisfactory part in the movement, the entertainment

would have been kept up for months until the operators had

disposed of their great loads. But the public was ungener-

ously suspicious. It failed to see why the details of a

future upward movement should thus be made public day

by day, even by such eminent philanthropists as Messrs.

Gould and Vanderbilt. When it was discovered that the

*' pegged " orders had resulted in the purchase of a larger

amount of stocks than it was possible to sell privately under

the cover of these orders during the same time, and that, in

short, the public was again emptying stocks into the street,

the "pegs" were suddenly pulled out on the morning of

April 3d, and Lake Shore dropped $8 per share before some

very capable brokers could execute their first orders for the

day. Then followed a season of most absurd indignation

against the chief operators. It was charged that they had sold

all they could while inviting the dear public to buy. But the

young person who can only be induced to bet on the marked

card of three because he thinks he •* has a sure thing"

never has seemed to deserve much sympathy. The trouble

was not that some such persons had lost, but that the mar-

ket had at last become one in which the methods of thimble-
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riggers were openly employed, and no others were expected

to succeed. The decline which followed did not culminate

until May i ith, when the average of prices of active stocks

was only $71.15, a fall of 15 per cent since January 14th.

After this performance, the market remained lifeless for

months. Just as a corner is expected to kill speculation in

a particular stock, so the open display of the methods em-

ployed to move prices warned everybody to get out of the

business. Nevertheless in July, when it became certain tnat

the crops were to be very large, some genuine buying by in-

vestors began, and it was for months so carefully nursed by

the operators that prices rose higher than in January. No
break came until about September 15th, when the average

of active stocks had recovered to $84.73. At that time, how-

ever, another declme began, and on this occasion it was

generally supposed that Mr. Gould was the principal opera-

tor for a fall. The completion of the Lackawanna exten-

sion to Buffalo in September threatened a new competition,

both for the Erie and for the New York Central, and, as the

event proved, caused most embarrassing complications in all

the subsequent negotiations of the Trunk lines. In the

course of the month the stringency in the money market

assisted materially to depress prices, and this was also at-

tended by a war of rates among the Northwestern compa-

nies. The struggle continued until December 15th, and

though it had been anticipated ever since the Chicago, Bur-

lington & Quincy had completed its line to Denver earlier

in the year, it. affected the prices of stocks of grain-carrying

and Pacific railroads. The development of great weakness

in Denver & Rio Grande, because of the inflation of its

stock and debts, was an immediate result of this struggle,

and of the efforts made to wrest that Company from the

Burlington alliance. The disclosure of a large funded and

floating debt in the Louisville & Nashville, and the collapse

of the Hannibal & St. Joseph which had been practically
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unsaleable and dead since the corner of the year previous^

helped to shake confidence in an advance which had been

in a large measure due to the movement in a few new South-

ern stocks. The advance in Richmond & Danville, Rich-

mond & West Point, and Louisville & Nashville had been

sudden enough and large enough to materially affect the

general average of prices, although by more prudent and

sober men of the street it was regarded as a symptom oP
danger. When the collapse came in November more than

one-fifth of the entire value of these new Southern stocks

was quickly lost, and the general average for all active

stocks fell a little lower than in May, reaching $70.34.

From this time to the close of the year the market was com-

paratively inactive, though slowly recovering. But its aver-

age at the end of the year was only $72.27. Nevertheless

measures of great importance had been announced during

the latter part of the year, which were expected to add ma-

terially to the value of many stocks. The consolidation by
lease of the Michigan Central and Canada Southern in No-

vember was one, and the purchase of the new *' Nickle Plate"

Road by the Lake Shore in October was another of still

greater promise. The Northwestern, also, was thought to

have gained greatly by securing the control of the Chicago-

and Omaha. On the other hand, speculation was not a little

influenced late in the year by the threat to extend the Han-

nibal & St. Joseph to Chicago.

Before considering the course of the stock market in 1883,

it is necessary to fix attention on a few facts. Notwithstand-

ing the depression in 1882, a greater number of miles of rail-

road had been built in that year than in any other in the

history of the country. Most of the securities for this work

had been sold in |)receding years, but many were also sold

in 1882. The buildmg of 11,900 miles of additional road

in any previous year, however the new roads might have

been located, would have caused severe strain and in some
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quarters serious loss. But the mileage built in 1882 was of

far less consequence than the location of the roads built.

Most of them were devised for the especial purpose of di-

viding or destroying the traffic of lines previously in opera-

tion. It can.be said with truth that 30,000 miles of road

might have been built in a single year, with much less harm

to the railroad system of the country, than was done by the

building of less than 12,000 miles in 1882.

But again, the market for securities had not only been

greatly overloaded with the bonds and stocks for the crea-

tion of 30,000 miles of road in three years, but the securities

of other companies which had little or no prospect of earning

dividends had been pushed to very high figures during the

speculative period, and placed in the hands of unhappy pur-

chasers or still more unhappy lenders who had accepted

them as collateral for loans. Moreover, as the review of the

operations of the year has shown, the market had fallen

quite into the hands of the professional operators. The
public had withdrawn from it. The control of nearly all the

active stocks had been secured by prominent operators or

cliques, or had been forced upon them in their struggles for

self-defense. The market had ceased to be an intermediary

between buyers and sellers ; it had become both the owner

of most of the stocks, and the manufacturer of their prices.

Under such circumstances liquidation was inevitable. There

was nothing left in the market but to determine whether one

set of men or another should shoulder the vast losses in-

volved by the operations of previous years. All were trying

to get out of stocks, and to evade as much of the loss them-

selves as possible ; all were agreed, therefore, whenever there

was opportunity, to lift prices in order to induce the public

to buy ; but it was the aim of each and every one, without

exception, to sell soon enough himself to leave the load rest-

ing on somebody else.

Hence the" year 1883 opened under circumstances which, if
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rightly understood, made a decline in prices inevitable. It

did not matter that the crops of the previous year had been
remarkably large, and that the railroad traffic was large be-

yond all precedent. It did matter that the railroads at the

beginning of the year were at peace, and through most of

the year were enjoying the largest earnings ever known, so

that a larger average of dividends was paid in 1883 on the

investment stocks than in 1881 or 1882, and the dividends on

the active stocks were also nearly as large as in those years.

It did not matter that the general condition of business dur-

ing the first part of the year was by many considered hope-

ful, and was in fact so good that New York bank stocks rose

to the highest average of prices ever known. The market

had ceased to have any definite connection with the course

of business, with the state of finances, with the earnings or

operations of the railroads, or with any other condition which

usually goes to determine prices in a free and natural mar-

ket, always excepting the disposition of the public, so far as

it still had left any stocks, to sell them at the earliest oppor-

tunity. But it was also worthy of notice that the speculative

spirit, not yet dead in the country though much chilled by

the events of the past few years, turned from the stock market

entirely, as affording no longer a theatre for speculation, and

devoted itself in a remarkable degree to operations in grains

cotton, provisons, and various other products.

Money was easy during most of the year 1883. The
movement of coal, 31,200,000 tons of anthracite, was the

largest on record, and immigration was also large. But in

manufacturing unusual depression appeared, particularly dur-

ing the latter part of the year. The number of failures was

9,184, out of 863,993 firms included in the reports of Dun &
Co., averaging a little more than one per cent, and about

one-quarter higher than in 1882. But the year opened in

the stock market with the stagnation which the peculiar con-

dition of that market would naturally produce. In January
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and in February the prevailing tone was weak, though the

highest prices of the year were closely approached January

i8th, when the average was $76.14. In March, also, the

stagnation was extraordinary, but because the money mar-

ket was at times somewhat close, many holders, with a not

uncommon perversity of disposition, reasoned that nothing

but the monetary stringency prevented an advance, and were

therefore persistent in holding until that stringency had

passed. In April, when the money market became easier,

prices rallied a little, but the supply of stocks from investors

and from speculators who were determined not to be left in

the lurch was soon greater than the market could bear. The
highest price reached at any time during the year was April

13th, namely $76.40, a fraction above the average in Janu-

ary. Doubtless many operators took this opportunity to

shift a considerable part of their load upon other dealers,

and the general tendency of the market throughout the early

part of the year was such that those whose circumstances

obliged them to support particular stocks for their own de-

fence were compelled to take into their own hands a very

much larger share of the outstanding securities than they

wanted. It was Hobson's choice ; having so much already

that a great decline meant ruin, these men continued to buy

more, month after month, in vain efforts to arrest the de-

cline, with a feeling that " one might as well be hung for a

sheep as a lamb."

Presently the cliques began to collapse. In August the

decline in Denver & Rio Grande, and in that month, Sep-

tember and October, the decline in Northern Pacific and the

Oregon stocks, produced great depression of feeling and

caused enormous losses. The failure of the Villard party

was in some respects the most surprising event of the three

years of depression. The Northern Pacific road had hardly

been completed, with a great flourish of trumpets and with a

costly celebration of the happy event by a grand excursion
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to Montana, when the prices began to drop so fast that for-

tunes were lost in a single week by many of the distinguished

guests. Not long afterward it was discovered that the sys-

tem was really involved far beyond its strength. But in Oc-

tober the managers of the Northern Pacific and other stocks

controlled by cliques, together with Mr. Vanderbilt and his

associates, demonstrated their power once more by a tremen-

dous upward movement in which those who had sold prop-

erty which did not belong to them were made to suffer

severely. The previous depression had been very great.

From the middle of April to the middle of October, the de-

cline in prices had averaged $16.20 per share, and the aver-

age price on the 17th of October, only $60.21, was low

enough to offer strong temptation to the operators to bring

about the " bear panic " and the advance which followed.

But while the movement was completely successful for a

time, and punished those who had speculated for a further

decline with merciless severity, it failed to give opportunity

of escape to some of the cliques or to many of the over-

loaded operators. The Northern Pacific people, especially,

did not escape, as the subsequent failure of Mr. Villard dis-

closed. The advance lasted but a little while, and was

quickly followed by a renewal of the general liquidation.

This was hastened by the rupture of the pool of Iowa roads,

and by the large losses reported in earnings of the Union

Pacific and Northern Pacific. Under these influences the

depression continued in December, so that the lowest aver-

age recorded at any time during the whole year was $60.05,

on the last day of the year. If 1883 had not been followed

by 1884, it would have been reckoned one of the most dis-

astrous years in the history of speculation. But the harm

done in that year was at the time to a great extent unrecog-

nized. As was afterwards shown, it left the market com-

pletely overloaded with securities, the banks entangled and

imperiled by bad debts and by connection with speculation,
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many great operators impaired in credit, and many trusted

officials concealing from hour to hour with increasing diffi-

culty enormous defalcations. The tremendous losses sus-

tained during the period of inflation and subsequent depres-

sion, and the rottenness which speculation had caused in

many important institutions, had yet to be brought to light

by the events of the year 1884, which have been already re-

viewed.



5°

VIII.

The Course of Other Securities.

The active securities, the course of which has been exam-

ined for the entire period of thirteen years, 187 2- 1884

inclusive, represent by no means the whole body of railroad

securities. In Table No. 10 in the appendix will be found a

comparison of the prices of forty investment stocks, at those

dates in each of the thirteen years at which the active

securities reached their highest or lowest point. From this

table it appears that the average price of these securities, which

was $144.43 at the end of April, 1872, declined to $io'5.S5 on

the 7th of November, 1873, the point of greatest depression

during that year in the speculative market. But this decline of

27 per cent, was proportionately much smaller than the decline

in active stocks, which was from $69.03 to $40.58, or 41 per

cent. During the next year both classes of securities rose, the

investment stocks reaching an average of $111.71 on the 19th

of May, 1874, but, unlike the active stocks, these continued to

advance during the year following, and their average price

October 19th, 1875, ^^^ $112.26. From that time for eighteen

months the course of the inactive stocks was in sympathy with

that of the more active securities, and the average price

declined to $107.93, September 29, 1876, and touched the

lowest point during the whole period of thirteen years, namely,

$98.56, on the 23d of April, 1877. As soon as the great

pressure, early in 1877, had passed, these stocks advanced, but

relatively much less than the more active securities. On the

18th of October, 1878, the average had risen to $102.26. At

this point, as the table already mentioned shows, a change of

five stocks in the securities quoted is found necessary. The

new list, quotations of which are continued from 1878 onward,

averaged in price at the lowest point, on the i8th of October,

$100.71. In comparisons hereafter made, allowance for this
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1878 in proportion to the difference at the point of change be-

tween the old and the new list, namely, 1.5 per cent. The
averages each year, and the corrected relations of the two lists

to each other will be found in tables on pages 171 and 172.

From 1878 onward the advance of this class of securities was

steady and uninterrupted until the 26th of May, 188 1, when
the highest average was reached. The advance was gradual

and comparatively regular, the average rising $14.38 in 1879,

$18.80 in 1880, and $9.40 during the first half of 1881. With

allowance for the difference in stocks quoted, the average price

of the investment securities was but a trifle higher at the highest

point in 1881 than at the highest point in 1872, while the

average of the speculative stocks reached $94.40 in 1881,

against $69.03 at their highest point in 1872. In the down-

ward movement which followed, the investment securities mani-

fested the same comparative steadiness. On the 25th of

November, 1882, their average was $138.81, on the last of

December, 1883, it was $137.29, and at the lowest point in

1884, June 27, it was $133.49. Reckoning the average for

each class of securities at the lowest point in 1878 as roo, the

investment securities rose to $142.28, while the speculative

securities rose to $300.84. But the subsequent decline cut

down the average of speculative stocks to $135.61, while the

average of investment stocks was cut down to $132.54 at the

same point in 1884, so that each remained from 32 to $6 per

cent, higher than in 1878. Reckoning from the lowest point

for railroad securities in 1877, the advance in the inactive stocks

was about 48 per cent., while the advance in the speculative

stocks was over 300 per cent.

At this point it is desirable to determine the relative import-

ance of the classes of stocks represented by the two lists. The
census report upon railroads of the United States gives

the financial status of companies having stock outstanding

amounting to $2,613,606,264. Of these railway companies,
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fifty-seven are included in the list of active stocks, and the

amount of stock outstanding for these companies, according to

the census. Was $1,127,096,534. In the list of investment or

inactive stocks, thirty- six railroad companies are represented

which had outstanding at the date of the census report stocks

amounting to $314,753,821. Thus, the tables already pub-

lished represent stocks of the two kinds amounting to

$1,441,850,355, or 58 per cent, of all the railroad stocks

reported in the census of 1880. But the remaining railroad

stocks, amounting in par value to about $1,171,000,000, are of

three classes : the rarely quoted investment stocks, mostly of

small and safely managed railroads ; the speculative stocks,

which have been at times more or less active in speculation
;

and the dead stocks, which have either lost all value or were

issued merely for voting purposes, and never had any real value^

speculative or for investment. Upon examination, it appears

that stocks not dividend-paying or earning, and yet not dead,

amounting to about $200,000,000, are quoted on some of the

exchanges. Examination of the census report also shows that,,

besides the roads already mentioned, no less than 240 companies,

having outstanding stocks amounting to $270,199,239, actually

paid dividends in the census year amounting' to $16,436,915,

and in addition a still larger number of companies, apparently

over 300, reported earnings applicable to the payment of divi-

dends during the year embraced by the census report, but did

not report any dividends actually paid during that year. It is

to be remembered that the railroad companies generally were

at that time recovering from the great depression of previous

years, and until after the satisfactory business of the years 1879

and 1880 very many did not resume the payment of dividends.

It, therefore, seems proper to estimate that the inactive stocks of

the roads which earn something, as well as the stocks of the

240 which paid something in that year, belong rather to the

investment than to the speculative class. Adding these to one

list, and the $200,000 000 of non-paying but not quite dead
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stocks to the other, we have about $885,000,000 of inactive or

investment stocks, against about $1,327,000,000 of active or

speculative stocks.

But the tables given include, besides the railroad companies,

the Pacific Mail Steamship Co., the Pullman Palace Car Co., the

Quicksilver, Canton and Consolidation mining companies, and

the Western Union Telegraph Co., and also the Second Con-

solidated Bonds of the New York, Lake Erie and Western, which

have been treated as in their nature stocks rather than bonds.

There are also to be added the stock of the Canada Southern

Railroad, not included in the census, amounting to $15,000,000,

and the following stocks of companies not reported in the census,

though organized in that year or the next, Norfolk and Western

preferred, $15,000,000; Oregon Transcontinental $15,760,000;

Rochester and Pittsburg, $4,000,000, and Richmond and West

Point Terminal, $3,000,000. Thus the list of speculative stocks

actually embraces corporations which had outstanding in 1880,

or at the earliest information obtainable of later date, stocks

amounting to $1,292,212,674, and adding about $200,000,000

for the other stocks of like character, we may reckon that the

speculative table represents stocks amounting to $1,500,000,000

in par value. The table of investment securities also includes,

besides the railroad stocks already named, the stocks of four

express companies, amounting in the aggregate to $47,000,000,

the Pennsylvania Coal Co, $4,000,000, and the Cheshire Pre-

ferred, $2,100,000, making in the aggregate $367,853,821 of

stocks represented in that class. Adding the others, not included

in either list, which appear to have paid dividends or to have

earned something toward a dividend in 1880, we have for invest-

ment" stocks about $1,000,000,000.

But the railroad stocks represent less than half the actual

investment of capital in railroads of this country. Nominally,

the amount of stocks outstanding is nearly the same as the

amount of funded debt; in 1880 it was about $220,000,000

larger. But' a considerable part of the outstanding stock repre-
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sents no actual investment of capital and has no actual value,

while most of the bonds outstanding were sold for cash, and repre-

sent money actually expended in the construction or improve-

ment of railway property. The amount of bonds outstanding in

1880 was about $2,400,000,000, and it has since greatly increased.

In the computations hereafter, the amount of bonded debt is

reckoned equal to the par value of stocks represented, namely,

$2,500,000,000. In tables Nos. 11 and 12 of the appendix are

given quotations of a large number of railway bonds, at the

dates at which the active stocks reached their highest or lowest

point in each of the past thirteen years. In the selection of such

securities, however, great difficulty is found because of the con-

stant changes made by refunding, or by issuing new bonds to pay

off old bonds, or by changes resulting from reorganizations. Two
distinct sets of bonds are therefore quoted; the first list, embracing

106, represents the securities ot all the prominent railroads prior

to 1878, and is selected with a view to avoid as far as possible

the use of securities which, because they were near maturity, had

ceased to be sought by investors. In the second list, table No.

12, sixty bonds are quoted for 1878 and each of the following

years, and these are selected in like manner with a view to repre-

sent as fairly as possible the most important railroads of the later

period. At the point of change the average value of the securi-

ties used for the later dates is $2. 14 lower than that of the securi-

ties used for the earlier dates, and in the subsequent computa-

tions, therefore, allowance is made for this difference in earlier

quotations. The average prices at the different dates, and the

corrected relation of the two lists to each other, are shown in

tables on pages 171 and 172.

It is found that the average price of all railroad bonds quoted

prior to 1878 was $94.10 at the highest point near the end of

April, 1872. It appears that the decline in these bonds during

the panic of 1873 was relatively less than in the investment or the

active stocks, as would naturally be inferred. At the lowest

point in 1873 the average was still $82.86. But it is noteworthy
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that from this point the average price of securities of this class

increased constantly until the year 1877, and declined then but

a very little, increasing afterwards without further interruption

until 1 88 1. On the 23d of April, 1877, when railway stocks

were at their lowest point, the average of railway bonds was still

;$86. 03, and at the same time the new list of bonds which are

quoted from that time to the close of the record, averaged in

price $S8. 1 7. The advance in these bonds during the following

eighteen months was $6.38, or 7^ per cent., much greater -than

the advance in the investment stocks.

These comparisons indicate that at the time of greatest depres-

sion there was unshaken confidence in the fidelity of the import-

ant companies, and in the validity of mortgage obligations. But

at a later period the decline in the average price of bonds was

relatively greater than the decline in the price of investment

stocks. Thus, having risen to an average of ^i 18,44, May 26,

1 88 1, the price of bonds declined during the three years following

to $106.39 on the 27th of June, 1884, a fall of more than 10 per

cent., whereas the decline in the average price of investment

stocks during the same three years was about 7 per cent. This

contrast brings to mind the well-known fact that the recent period

of depression has been characterized by great distrust of the fidel-

ity of railroad managers, and of the conduct of the courts when

bondholders have found it necessary to appeal to the courts for

the enforcement of their obhgations. So far has this distrust

extended that, as the tables have shown, in the year 1884 there

was in many cases a most absurd disproportion between the

prices of bonds, which in law and in the common understanding

of earlier days represented a prior lien upon the property of the

company, and the prices of stocks upon which no dividends were

paid, and which, if legal obligations were strictly regarded, could

only be considered absolutely worthless. The causes of this

change in public opinion with regard to the mortgage securities

of railroads will be hereafter considered.

It is instructive, also, to examine the change during the same
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period of thirteen years in the prices of Government, State and

city bonds. The compilation of proper quotations, however, is

in this case a matter of difficulty. The Government bonds now
in the market, excepting the currency sixes, had no existence

whatever prior to tiie year 1878; the six per cent, and five per

cent, bonds which then represented by far the greater part of

the public debt, have now been wholly retired. Hence it has

been found necessary to quote two distinct sets of United States

bonds, one for the period prior to 1878, and the other for the

later years. In table No. 13, in the appendix, are given the

quotations of both classes, and the difference in average price at

the point of change from one list to the other was only 27 cents

on $100. Average and corrected comparative statements for

Government, State and city bonds will be found on pages 171

and 172. The course of these securities, it should be observed,

was governed by entirely different considerations from those

which controlled the prices of railroad stocks or bonds. The

rapid retirement of one class of bonds after another by the

Government has at all times affected the prices in a peculiar

manner. Whereas this evidence of the strength of the Govern-

ment and of its determination to meet its obligations in good

faith has constantly tended to enhance the price of securities

which were not in position to be speedily paid, it has been

equally potent on the other hand to depress the price of bonds

the early payment of which was with reason anticipated. Hence

the prices of these securities represent only at certain points the

general temper of the market for investments. At points of

great depression Government securities are thrown upon the

market even more largely perhaps than any others of unques-

tioned value, because the holder can realize more nearly the

price paid for them. In times of great prosperity, when profits

are rapidly accumulating, the demand for securities of an

unquestioned character soon exhausts the supply, and Govern-

ment bonds, as well as other securities of that sort, are advanced

beyond prices which a strict regard for the interest payable would
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appear to justify. Thus the large sales of Government bonds in

order to reaHze money needed to meet commercial and indus-

trial pressure accounts for the decline of $4-47, or 4 per cent,

in prices in 1873, and again for the larger decline of nearly $6

on the $100 from April 23, 1877, to October 18, 1878. To the

same cause must be attributed the fall of over $5 on the $100

from the beginning to the middle of the year 1884. In the

times of greatest prosperity, however, the average price of these

securities was not quite as high as at the end of 1883, and it

may be inferred that the withdrawal of investors from the market

for other securities, and the growing distrust of railroad bonds,

helped to create the especial demand for Government bonds

toward the end of 1883, while the continued payment of the

debt by the Government gave promise that within a few years

the four and four and a half per cent, bonds would soon be the

only Government securities of considerable amount outstanding.

So far as the records of prices of Government bonds can be

relied upon at all as an indication of the state of the market for

investments, it is to be inferred that prices were lower about the

close of 1878 than at any previous time during the period under

consideration—a little lower even than during the height of the

panic in 1873. But it is also to be inferred that the general

demand for such securities was especially increased about the

middle of 188 1 and about the close of 1883.

The prices of city and State bonds, for reasons which have

been explained, represent in some respects more correctly the

general demand for investment securities. But the amount

outstanding and still recognized as having any value is compara-

tively small
;
probably $200,000,000 will cover all the State bonds

that can still be recognized as in any proper sense securities, and

$800,000,000 all the city bonds. The prices which are given

in table No. 13 of the appendix, show that there was much
more sympathy with the course of active stocks in the market

for State than in the market for city securities. Thus the average

price of State bonds declined from April, 1872, to November,
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1873, nearly one-sixth, while the decline in the average price of

city bonds was insignificant. In the city bonds, too, there was

a slight advance in the price from 1877 to 1878, while the

average price of State bonds slightly declined. Both rose largely

after 1878, but unequally, the State bonds making no advance

during the first year, about 9 per cent, in the second, and

6 per cent, in the third year, while the city bonds advanced

about 4 per cent, in 1879, about 10 per cent, in 1880, and

2 per cent, in 1881, gaining 16 per cent, in three years.

As to the downward movement, also, the course of State bonds

agreed much more closely with the course of other securities

than that of the city bonds, for the latter rose 2. per cent, from

1 88 1 to 1882, declined only about i per cent, in 1883, and

scarcely half of i per cent, from 1883 to the lowest point in

1884 But the decline in State bonds from 1881 to 1884 was a

little larger than the advance from 1878 to 1881, and was about

7 per cent, in the first year, 2 per cent, in the second year, and

more than 5^ per cent, in the third year.

There remain to be considered two classes of securities which

have been found to represent more closely than any other on

many occasions the general condition of trade and industry.

The course of manufacturing stocks during the year 1884 was

certainly a better indication of the public prosperity as a whole

than the prices of railroad or government securities of any kind.

Next to these were the stocks of the banks of Boston and New
York, which represented by their prices the activity and the

realized or anticipated profits of commercial business. The
comparison of quotations of New York banks, which is given in

table No. 14 in the appendix, is rendered less valuable by the

infrequency of quotations for some of the most desirable stocks

in the table, but the prices at which such stocks were offered

have been quoted in the absence of recorded sales, as the only

available indication of the course of the market. It is well to

observe at the outset that some striking incongruities which

appear upon comparing the average price of New York bank
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stocks with the prices of other securities, are clearly not due to

any inaccuracy in the quotations, for the most remarkable

feature in the history of the prices of bank stocks is that the

advance after the first half of 1881 continued to the very end of

1883, so that the average of prices rose from $120.75 i" i^^i t<^

$132.37 at the close of 1883. Yet the quotations are more

complete and embrace fewer points of doubt within these last

four years than in any other years of the entire period. Not a

few of these securities have steadily advanced in price, so that

they were higher, even at the lowest point in 1884, than in

1 88 1 when the prices of active stocks were highest. This was

the case with no less than twenty-two of the stocks quoted,

while fiv6 others were at the same price at the lowest point in

1884 as at the highest point in 1881. Thus less than half ot

the whole number were lower in price, and, notwithstanding

the failure of several banks in the list, the average in 1884 was

$2.66 higher than on the 26th of May, 1881. It is to be

noticed that the prices of Boston bank stocks, table No. 15,

pursued a different course after 1881. Those securities reached

their highest average, $131.13, in 1881, and declined $6.63 in

their average by November 25, 1882, remained comparatively

steady in price until the close of 1883, and declined $2.04 in

average price from the beginning of 1884 to the end of June.

This course of prices, it will be observea, corresponds very

accurately with the course of the prices of manufacturing stocks,

though the latter declined much more in proportion. But it is

also a noteworthy fact that the prices of Boston bank stocks

advanced for two years after 1873, ^^ did the prices of the stocks

of New York banks, so that in 1876, September 29, the average

of the Boston banks was $125.80, against $136. 57 in April,

1872, and the prices of the New York banks averaged $160.39

against $153.98 in April, 1872. The two lists embrace the

stocks of 108 banks, and the average price of them all was a

trifle higher in 1875 ^^^^ i^ 1876. These securities also

declined in a remarkable manner during the years 1877 ^"d
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1878, though the New York banks declined much less than the

Boston banks. The fall in the average price of Boston banks

was about 10 per cent., and the average of all the banks

declined from April 23, 1877, when it was $131.80, to $124.81

on the i8th of October, 1878. Plainly, conflicting forces were

here at work, and the Boston banks, moving in close sympathy

with the course of manufacturing industry, greatly declined in

price from 1877 to 1878, while the New York banks, influenced

both by the course of manufacturing and of commerce gene-

rally, and also in an opposite direction by the advance in prices

of speculative securities and the improving prospects in the

business of transportation, declined comparatively little.

Thus, in the general history of securities for thirteen years,

there is found reason, as there was in the history of 1884, to be-

lieve that the prices of manufacturing stocks afford more valuable

indications of the general condition of business than any other

part of the record. Bonds were too steady, and reflected too

little the changes which usually govern the price of securities.

On the other hand, speculative stocks fluctuated too widely, and

at times were governed by other conditions and influences than

those arising from the state of business. But the manufacturing

stocks, not being anywhere objects of speculation in which suf-

ficient capital was engaged to manufacture prices without regard

to actual value, appeared to follow closely the general course of

commerce and industry. It is a fact to be weighed, also, that

the actual values of railway properties depend at all times

largely upon the prosperity of manufactures. In the transporta-

tion of materials, and of the products of manufactures, and of

food for the workers engaged therein, the railroads find a large

part of their business. Moreover, the effect of manufacturing

prosperity upon the supply of available capital in the country is

very great. Among those engaged in manufacturing, when their

profits are large, there is always a demand for investment

securities which often has an important influence in the market.

Moreover, the condition of manufactures, the increase or de-
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crease in the demand for manufactured products, correspond

very surely with the changes in the general condition of the

people, and those changes ought to govern the valuations of

railway as/ of other property.

As this branch of the inquiry, therefore, exhibits more clearly

than any other the effect of the general course of trade and in-

dustry upon securities, apart from speculative influences, it

seems advisable to compare the prices of manufacturing stocks

with some minuteness, as those of active railway stocks have

been compared. Accordingly, in table No. 1 7 in the appen-

dix, prices are given of the same manufacturing stocks, as far

as possible, which were quoted for the year 1884. It fortu-

nately happens that forty-five of the same stocks can be quoted

from 1872 to the end of 1884, and the quotations for each year

have been reduced to percentages upon the capital invested.

At the highest or lowest points, where a movement in railway

stocks culminated and a change began, the prices of the manu-

facturing stocks have been recorded and their average value

ascertained. In table No. 16 is also given the range of prices

each year, in the same manner as for railroad stocks in table

No. 7. The highest and the lowest quotations at any time

during the year for each stock are recorded, and the averages of

such highest and lowest prices are ascertained. Five of the fifty

stocks are not quoted for the years prior to 1878, and hence are

omitted in computing the range of prices for the later years, but

are included in the averages showing the state of the market on

particular dates after 1877. The facts which these tables set

forth in detail 'are presented to the eye in the diagram opposite

the next page. Here, as in the diagram at page 92, represent-

ing the course of the stock market for thirteen years, the shaded

parts show the extreme limits of trading during each year ; the

highest margin corresponds on the scale of figures with the aver-

age of the highest quotations reached for each stock at any time

during the year, and the lowest margin coincides with the aver-

age of the lowest prices for each stock. The black line traces
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the change in the average price of the manufacturing stocks, at

the different dates which have been found important in the ex-

amination of railway securities. It represents the average price

on the dates named of forty-five stocks prior to 1878, and of fifty

stocks on the i8th of October, 1878, and at the later dates. The

averages of the quotations at the different dates, with the cor-

rected relation of the averages, will be found in the tables on

pages 171 and 172.

It appears that the average price of the manufacturing stocks

in April, 1872, at the point where the highest quotation for

railway stocks were made for several years, was 1$ 13 5. 80. Some

of the stocks were higher at that time than they have ever been

since. Among them may be named the Appleton, Franklin,

Chicopee, Hamilton Woolen, Hill, Jackson, Lowell Cotton,

Naumkeag, New England Glass, Otis, Sandwich Glass, Wash-

ington and York. But two-thirds of the whole list have reached

higher prices in recent years than were reached in 1872. The

general indications were that manufactures were not as prosper-

ous in that year as they had been previously. Moreover, early

in 1872 industries felt the effect of very large imports, which

rose to nearly $71,000,000 in value in April, an amount never

afterwards reached in any month excepting in April, 1880. At

the same time exports of merchandise were rapidly declining.

In consequence there was a great excess of merchandise imports,

no less than $29,000,000 in that one month. In May the ex-

cess was nearly as great, and the exports of gold rose in May to

more than $14,700,000. In June the exports of merchandise

dropped lower than in any other month from 1872 to this date,

and were only $34,000,000 ; in July only $33,000,000, and in

August only $32,500,000. Hence, in June the exports of gold

were about $11,800,000, and in July over $16,400,000. Thus

in these four months the amount of gold sent out of the'country

was about $46,000,000, and it is not strange that the money

market, and the ability of the banks to support either industry

or speculation by discounts, were thus materially affected.
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The great apparent prosperity which the active speculation and

trade at that time betokened, soon proved unreal, and no other

evidence of that fact was more conclusive than the condition of

manufacturing industry. Yet the fall in the price of manufac-

turing stocks was not at all proportioned to the decline in the

price of speculative stocks, as will be readily seen by contrasting

the diagram just mentioned with the one representing the course

of active securities at page 92. The immense gulf which the

panic of 1873 caused in the line of prices of speculative stocks

does not appear in the prices of manufacturing stocks. It will

be remembered that at the time it was believed that the prostra-

tion of 1873 ^^s mainly due to speculative and temporary causes,

that the general condition of business was all right, and that it

would soon recover. The decline in the manufacturing stocks

at that time was about $8 per share, so that, on the 7th of Nov-

ember, 1873, the average was only $127.84. In 1874 the

recovery which appeared in the prices of active and investment

stocks, railroad bonds, United States, State and city bonds, and

the stocks of Boston and New York banks, appeared also in the

stocks of manufacturing companies, but in much smaller degree,

for they advanced only $1.20, to an average of $129.04 on the

19th of May, 1874. It is to be inferred, and the inference

corresponds with what is known of the history of the time, that

the depression in 1873 had been primarily in trade and in

transportation rather than in manufactures, but that the manu-

facturing interests subsequently began to feel the effect of com-

mercial failures and of railway bankruptcies, so that they

recovered much less in price by May, 1874, than might have

been expected from the course of other securities.

But the diagram shows that the attempted recovery from the

panic in 1874 was of little avail. Prices soon began to settle

down again, and those of manufacturing stocks were largely

affected by the general depression, which was caused, on one

hand, by the fear of reckless inflation of the currency, and on

the other by the certainty that specie resumption would for a
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lime involve lower prices. There is strong reason to doubt

whether, if Congress and rulers had possessed the necessary

courage to decide upon resumption with little delay, a great

part of the disaster which resulted during years of uncertainty,

and of gradual, unwilling, and painful preparation, would not

have been avoided. This, at least, is certain : the decline in

manufacturing stocks kept pace very closely with the fall in the

average prices of commodities which preceded resumption, and

as about half of the inflation of prices which existed in 1872

had disappeared before the resumption act was passed, so about

half of the decline in manufacturing stocks, during the whole

period, from the highest point in 1872 to the lowest point in

1878, was experienced before the passage of the resumption act

in January, 1875. The same stocks which cost $135.80, April

30, 1872, had fallen to $1 19. 21, a decline of $16.59 per share,

before the resumption act was passed, while the lowest point

reached for the same stocks just before the resumption of specie

payments, or at any other time, was $100 per share. So the

average price of several hundred articles, which was $171.37

in 1872, had declined to $138.94 at the end of 1874, and

touched $100 just before resumption brought inflation of the

currency. There was also a close parallelism in the remarkable

depression in 1876, before the Presidential election, and in the

sudden recovery early in 1877, after the danger of civil strife

was removed by a peaceable settlement of the electoral con-

troversy. In 1876 the average price of the manufacturing stocks

dropped to $102.70, a decline of 13.8 per cent, after the

passage of the resumption act, and the decline in prices of com-

modities during the same time was even greater. • But the

manufacturing stocks then suddenly advanced to $109.12, over

6 per cent, in less than seven months, and the average prices of

commodities also advanced from January i, 1877, to May i,

1877, nearly 10 per cent. Thus the actual activity of business,

and the increasing or diminishing hopefulness prevalent in

commercial circles, were quite faithfully reflected throughout by
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the change in the prices of manufacturing stocks, whether that

improvement was destined to last and the growing hopefulness

had solid foundation or not. But the course of the market for

active railroad stocks was entirely different. These were stub-

bornly held without any decline of consequence from May,

1874, until the passage of the resumption act, in the idea that

some of the measures of inflation which were then constantly

agitated would cause a wild fever of speculation. But from the

passage of the resumption act to September 29, 1876, the

decline in the active railroad stocks averaged 35.5 percent.,

against 13.8 per cent, in the prices of manufacturing stocks.

And after the settlement of the electoral dispute, and at the

very time that manufacturing stocks realized their utmost

advance of 6.2 per cent, in April, 1877, the active railroad

stocks sank to the lowest point ever reached, having fallen 25.8

per cent, farther from September 29, 1876, to April 23, 1877.

Thus, in spite of the disastrous influence which uncertainty

about the currency and the subsequent preparations for

resumption, and the political excitement and alarm had upon

industry and trade, manufacturing stocks showed greater steadi-

ness than the prices of railway securities, and corresponded

more closely with the course of trade in products of all kinds
;

for the loss during six years in the prices of manufacturing

stocks was at the utmost $35.80 per share, or only 26.4 per

cent, of the value at their highest point, but the loss in railway

securities was $46.10 per share, from $69.03 in 1772 to $22.94

in 1877, or 64.2 per cent, of their value at the highest point.

It is natural to infer that the prices of railroad stocks had been

more unreasonably inflated during the fever of 1872 than the

prices of products or of other securities, and that the liquida-

tion and prostration after 1873 were of such a nature as to

affect railroad property and speculative operations far more than

productive industry or legitimate trade.

At the lowest point in 1878, the black line in the diagram

represents the average price of the forty-five securities continu-
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ously quoted from 1872 onward. But at the same point

another line begins, representing the average price of the full

list of 50 manufacturing stocks, which was at that time $6. 1

2

per share higher, and at the lowest point in June, 1884, was

also $5.40 per share higher than the average of the 45 stocks

quoted for the earlier years. The great inflation of currency,

which came with the restoration of gold to circulation, had a

most powerful influence on manufacturing industry and on the

prices of manufacturing stocks. In less than one year these

stocks rose over $21 per share, and in the next year about $23

more. But this advance continued after the speculative stocks

had begun to show signs of weariness and weakness, and had

finally ceased to advance. This continued rise is not repre-

sented in the diagram, in which, it will be remembered, the

black line represents only the rise or fall in price between certain

dates, namely, the dates of the important changes in the market

for railroad stocks. Thus the line from May 26, 1881, to

November 25, 1882, recognizes only the change in prices

between those two dates, but does not record the fact that the

average price of manufacturing stocks continued to advance

until October i, 1881, when it was $164. 14, which seems to be

the highest average ever reached.

From the lowest point in October, 1878, to May, 1881, the

advance in the average price of manufacturing stocks was

$47.95 P^'* share. But the advance in railway stocks during

the same time was $61.52 per share. In manufacturing stocks

the ratio of advance was 45 i per cent., quite as much,

apparently, as was justified by the change in the condition of

business which is manifested in other records. But the active

railroad stocks rose during the same time 200.8 per cent., a

contrast which strongly confirms the belief that the advance in

the speculative securities was in a large degree fictitious and

unwarranted. It was made for the purpose of nursing to the

very utmost the popular disposition to buy nicely lithographed

tickets in the great railway lottery, and a more extensive and
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profitable business was done for a time in the manufacture and

the sale of such lottery tickets than in any other branch of

industry.

The advance in the prices of manufacturing stocks after

May, 1 88 1, is the more remarkable because as early as the

latter half of 1880 the markets had begun to be glutted with

foreign goods. The greatest foreign imports ever known, and

the largest domestic production ever known at that time,

together gave a supply in excess of the demand. Prices were

inflated, and imports from all foreign countries were thus

unnaturally stimulated. But in the summer of 1881 prices of

commodities declined, and in consequence imports declined

largely during the latter part of that year, and it was partly for

this reason that the home manufactures were then better sus-

tained. But a more important fact is that the market for these

securities had not been artificially advanced, and their prices

had not become inflated and false. Consequently the reaction

did not come until it was clear that the great loss sustained by

the partial failure of crops had for a time checked the

consumption of manufactured products. This appears to have

occurred during the last quarter of the year, for while the average

of prices was $164.14 October i, 1881, it had declined to

$160.67 3.t the end of the year. Nevertheless the volume of

exchanges, after excluding speculative transactions in stocks,

and the aggregate of exchanges outside of New York, con-

tinued to increase and the increase was noticed to be especially

large in the manufacturing cities. Outside of New York, indeed,

the volume of exchanges was steadily larger during every month

in 1 88 1 than in the corresponding months of the previous year,

and during each of the first four months of 1882 it was larger

lan in the corresponding months of 188 1. The decline in the

rolume of transactions represented by the exchanges of the

[banks, therefore, did not begin until May, 1882, about

me year after the turning point in the price of speculative

Jtocks had been passed, and about seven months after
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the prices of manufacturing stocks had begun to slowly

recede. It may be doubted whether, if special causes had

not discouraged the natural interchange of products in

1882, the business of the country would not have passed

the point of difficulty and sustained the losses borne with-

out serious embarrassment until a later period. But the specu-

lation in products supplemented the mischief done by specula-

tion in securities and by excessive railway building. It inter-

rupted both foreign and domestic trade, to an extent which can

hardly be measured. Late in the year 188 1, the imports were

still small while the exports were so large that the excess in the

month of December was over $90,000,000. But prices had

then begun to advance rapidly, and the speculation in products

arrested the exports, while at the same time the advance in

prices caused the imports to increase again. Thus it came to

pass that, by great activity in trade, the exchanges were swelled

or some months after the decline in the value of manufacturing

stocks had correctly indicated a shrinkage in the consuming

power of the people. It is to be added that the harm done by

the excessive sales of securities for the purpose of building new

railroads was not felt during the year 1881. The great trans-

porting companies did not begin to sustain serious losses from

the competition of new lines until those lines had been com-

pleted, a year or two later. In the making of rails, cars, and

other equipments for new railroads, some branches of manu-

facture .were sustained in great activity for a considerable time

after the sale of new railroad securities had been arrested. Hut

afterwards, when the manufacturers lost the business which had

thus been kept up for a time on borrowed money, the disaster

came upon them with the greater severity. Thus by com-

parison of the two records it becomes apparent that the princi-

pal cause of depression since May, 1881, has been the extra

agant speculation which prevailed in the years preceding and

following that date, the inflated condition of industries and of

the markets whiqh such speculation caused, and the inevitable
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prostration which came when this artificial stimulus was re-

moved by the collapse of speculation.

From the highest point, not shown in the diagram, namely,

$164. 14, the average price of manufacturing stocks declined not

less than $48.87 per share, or 29.8 per cent., to the end of

June, 1884, when railway stocks reached their lowest point.

But the fall in speculative securities from May, 1881, to the end

of June, 1884, was from $94.40 to $41.54, a loss of $52.86

per share, or 56 per cent. The manufacturing stocks, however,

had not reached their lowest point in June, 1884. They after-

wards declined to an average ot $108.67 about December 1st,

as they had advanced' after speculative stocks began to decline

in 1 88 1, so that their total decline in three years was 33.8 per

cent. This decline was nearly as great as the advance from 1 878

to 1881 ; the level of prices in December was only 2.4 per cent,

higher than in October, 1878. But the decline in railroad

securities has not been nearly as great as the advance. Making

full allowance for the change in stocks quoted, the average of

prices in June, 1884, w^as still 32.4 per cent, higher than the

corresponding average in October, 1878. Indeed, the contrast

may be made still more striking. Departing from the predeter-

mined scope of this inquiry for the moment, it may be noticed

that the average price of the same manufacturing stocks which

are quoted in the tables for recent years has fallen, July i,

1885, to $105.78, a little lower than the lowest point in the

thirteen years under review. But a great exertion to sustain the

prices of railroad stocks, in spite of all wars and losses, has been

so far successful this year that their average price, July i, 1885,

was $46.32, and this was 47.6 per cent, higher than in October,

1878. It is a question yet to be considered whether railroad

property has been really injured as much by wars of rates, by

excessive railroad building, by frauds and plundering manage-

ment, and by speculative manipulation, as manufacturing prop-

erty has been injured by excessive production and by all other

causes. If that is the fact, then there is some reason to
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unwarranted, and to apprehend that the end of the depression

in such stocks has not yet been reached. But more light may

be cast on that question when we come to consider the growth

of the railway system, the manner in which railroads in this

country have been managed, and the influence of speculation

in stocks upon the management and the building of railroads.

It is proper first to observe that the review has already shown

that other securities exist in this country, possessing a high

degree of ready negotiability, and representing the investment

of a very large capital, which have been far more steady in

prices than the active railroad stocks, which have more faithfully

corresponded with the growth of the country and the develop-

ment of its industries, and the prices of which have been more

nearly controlled at all times by those considerations which, in

the judgment of prudent investors, ought to determine the

prices of securities.
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IX.

Prices, Values and Dividends.

The securities which have now been considered represent

a large proportion of all the negotiable securities held in this

country. The changes in the average price of the different

classes are shown in the following table:

Active Stocks. Invstm't St'ks R. R. Bonds. Manfg. Stocks

Old. New. Old. New. Old. New. Old 45 New 50

1872, April 30 69.03 144.43 142.14 94.10 96.39 135.80 144.12

1873, Nov. 7 40.58 105.55 103.97 82.51 84-57 127.84 135-72

1874, May 19 47.98 111.71 110.04 85.84 87.94 129.04 136-94

1875, Oct. 9 39.89 112.26 110.57 86.21 88.32 109.80 116.53.

1876, Sept. 29 30.88 107.93 106.31 89.05 91.23 102
.
70 108.99

1877, April 23 22.93 98.57 97.09 86.07 88.17 109.12 115.80

1878, Oct. 18 30.63 102.26 100.71 94-55 100.00 106.12
1879, Nov. 15 65.03 115-09 106.70 120.50 127.96
1880, Dec. 27 79.81 . .... 133-89 115.62 141.72 149.84
1881, May 26 92.15 94.40 .... 143-29 118.44 146.00 154.07
1882, Nov. 25 70.34 .... 138.81 114.37 135.70 141.56
1883, Dec. 31 60.05 .... 137.29 114.95 120.46 125.87
1884, June 27 41-54 133.49 .... III. 50 109.87 115.27

City Bonds. State Bonds.
Boston
Banks.

N. Y.
Banks.

Total
Banks.

U.S.
Bonds.

Old. New. Old. New.

1872, April 30 136.57 153.98 145.43 114.03 87.77 89.82 74.55 85.93

1873, Nov. 7 126.48 146.20 136.52 109.56 87.73 89.78 62.68 72.24

1874, May 19 129.20 150.56 140.08 117.89 87.05 89.08 64.96 74.87

1875, Oct. 9 130.76 160.39 145.84 119.89 92.45 94.61 65.44 75.42

1876, Sept. 29 125.80 157.62 141.98 117.09 95.83 98.07 66.25 76.35

1877, April 23 122.15 141. II 131.80 114. II 95-45 97.68 66.44 76.57

1878, Oct. 18 108.22 140.79 124.81 108.26 95-94 97.87 65.53 75.53
1879, Nov. 15 119.58 154-82 137.06 111-50 101.87 75.53
1880, Dec. 27 127.51 159-15 143.62 119.71 .... III. 50 .... 82.31
1881, May 26 131-13 170.00 150.87 122.75 .... 113. 61 .... 86.99
1882, Nov. 25 124.50 181.57 153-60 120.54 .... 115.42 .... 80.94
1883, Dec. 31 124.03 186.37 155.78 124.92 .... 114.35 .... 79.25
1884, June 27 121.99 173.75 147.61 119.83 113.97 74.94
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The small figures give only the estimated relation of the

older to the newer quotations, as shown by their difference

at the point of change. Where two averages are given for

the same year in large figures there is a change in the list of

stocks quoted, and after such dates the large figures show

the average prices of securities in the new lists. There are

included for the latest dates loo railway stocks, 60 railroad

bonds, 50 manufacturing stocks, 108 bank stocks, 3 United

States, 20 State, and 20 city bonds, in all about 360 different

.securities, and these represent classes embracing a much
larger number.

In computing the relative value of the securities of a cer-

tain class at different periods, it is necessary to make allow-

ance either in the earlier or in the later quotations for the

difference in the lists quoted. This has been done by the

following method: The prices of Oct. 18, 1878, have been

taken as the basis of computation, or 100, and the relation

of all other averages, earlier and later, to that basis has been

calculated in percentages as follows:

Railroad stocks.
R. R. Manf. AH

(108)
U. S. City State

Bonds. stocks. Bonds. Bonds. Bonds.
Active. Inac've Banks.

1872... 222,36 141.23 101.94 135.80 116.52 105.33 91.48 113-76

1873... 132.48 103.21 .89.44 127.84 ' 109.38 101.21 91.44 95.49
1874. .

.

156.64 109.24 93.00 129.04 112.23 108.89 90.73 99.13
1875... 130.23 109.78 93.40 109.80 116.85 110.74 96.36 99.86
1876... 100.82 105.54 96.48 102.70 113.75 108.15 99.88 101.09

1877.. .

•

74.86 96.39 93.36 109.12 105.60 105.40 99.49 101.39

1878.... 100.00 100.00 100.00 100.00 100.00 lOO.OO roo.oo 100.00

1879. .• 212.31 114.27 112.85 120.58 109,81 103.44 104.08 100.00

1880.... 260.53 132.94 122.28 141. 19 115.07 III.06 113.92 108.98

I88I.... 300.84 142.28 125.27 145.18 120.88 II3.8S 116.08 115. 17

1882.... 229.64 137.83 120.96 133-39 123.14 III. 83 117.93 107.16

1883.... 196.05 136.32 121.57 118.61 124.81 115.89 116.84 104.92

1884.... 135.61 132.54 112.52 108.62 118.26 III 17 116.45 99.22

This table, it is essential to remember, only shows the

relative prices of each class of securities at different dates

to. the price of that class October 18, 1878, which is treated
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as lOo. The prices of that date are taken as a basis be-

cause, considering the relative importance of the different

classes of securities, prices appear to have been on the

whole lower at that than at any other date. If all classes

of quotations were reckoned of equal importance this would

not be the result. Thus by adding the percentages for 1877,

it is found that the averages of the nine classes amount for

that year to 893.1 1 against 900 in 1878. But in this reckon-

ing the New York banks are accounted equal in importance

to the active stocks; that is, the prices of about $60,000,000

of bank stocks have as much weight as the prices of about

$1,200,000,000 of railway stocks.

The quotations given are also representative. They are of

value mainly as indicating the course of prices of large

classes of securities. Thus the sixty railroad bonds quoted

for the later years are taken as an indication of the general

course of prices for all railroad bonds, and the 50 manufac-

turing stocks, in like manner, as an indication of the course

of prices for all manufacturing stocks. It is true that the

quotations may not correctly represent the actual average of

prices of all the securities of a class. Thus, if the quota-

tions of sixty railroad bonds averaged $111.50 at the lowest

point last year, it does not follow that the quotations of all

railroad bonds, if it were possible to ascertain them, would

be the same or even nearly the same. But it is deemed rea-

sonable to believe that the bonds quoted, in their relative

advance or decline from year to year, fairly represented

others not qubted, so that the advance or decline in the

average of all such bonds would not differ materially in pro-

portion from the advance or decline in the bonds embraced

in the tables. Reckoning upon this basis, although the

aggregate value of all securities at any particular time is not

supposed to be accurately represented, it is believed that the

relative value of the securities of either class at one time,

compared with the value of the securities of the same class
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at another time, is represented with substantial accuracy.

It remains to take account of the relative importance of

classes quoted.

It has been shown that the table of active stocks repre-

sents securities of $1,500,000,000 par value, and the quota-

tions of investment stocks represent securities of about

$1,000,000,000 par value. It is assumed that the course of

prices for $2,500,000,000 of railroad bonds is fairly indicated

by the average of those quoted, and the relative prices of

city securities amounting to about $800,000,000, and of State

securities amounting to about $200,000,000, are represented

by the quotations given for those classes. The United

States bonds now outstanding amount to about $1,261,000,-

000, of which the quotations cover about $1,000,000,000.

The quotations of New York and Boston bank stocks, taken

together, afford the best indication obtainable of the course

of prices for all bank stocks, and capital employed in bank-

ing, in trust companies and other financial institutions, and

the amount of such capital is about $1,000,000,000. Finally,

of $2,600,000,000 of capital invested in manufactures ac-

cording to the census, part was not represented by nego-

tiable securities, but, on the other hand, there has been a

great increase since 1880 in the amount of such capital, and

particularly in the amount represented by stocks. Accord-

ingly it is thought proper to assume that the quotations rep-

resent the value at different periods of manufacturing capi-

tal amounting to $2,500,000,000. Though the stocks quoted

are in amount only about $60,000,000, representing a few

leading branches of industry, they give the best indication

that can be found of the changes in the valuation and profits

of manufacturing property generally. Evidence might be

submitted giving abundant reason to believe that the condi-

tion of large branches of manufacture not represented

directly by the stocks quoted closely corresponded with the

indications given by the quotations. Thus, as to the point
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of greatest depression, the average price of steel rails was

lower in 1878 than it had been in any previous year, but rose

rapidly after that year closed. The average price of refined

bar iron for 1878 was only $44.24, and the price near the

close of the year, $42.56, was at that time the lowest ever

known in the country. The average price of cut nails for

the same year was $2.31, the lowest yearly average ever

recorded, though the closing price of that year, $2.15, was a

little higher than the closing price of the year 1884. The
average price of anthracite pig iron was lower in 1878 than

in any year m the history of the trade, and the lowest price

for any month was in November, 1878. These facts show

beyond doubt that one of the greatest branches of industry

not especially represented in the quotations of manufactur-

ing stocks also reached its point of greatest depression at

precisely the same time with the securities embraced in the

quotations. It may be added that comparison of prices of

commodities, embracing more than four-fifths of the pro-

ducts bought and sold or consumed in this country, shows

that for 40 years ending with 1883 the lowest average was in

October, 1878. In prices of commodities generally, also,

and particularly in prices of manufactured articles, there

was remarkable inflation early in 1872, a depression near the

end of 1876 nearly as great as in 1878, and a sudden re-

covery early in 1877. How surprisingly complete the cor-

respondence is, indeed, between the prices of manufactured

products prior to 1881 and the course of the stocks quoted,

can be fully realized only after a more extended comparison

of quotations of such articles than is here submitted to*

illustrate the prices of securities. In later years the corres-

pondence is less close only because speculation has had more

effect upon the prices, both of commodities and of securities.

It is therefore assumed that the relative value at different

dates of all invested capital in each class corresponded with

the average of the securities quoted in that class. On this
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basis the relative cost of the securities, amounting in the

aggregate to $10,500,000,000, in par value, is shown (with

five ciphers omitted) for each of the thirteen dates in the

following table:

Active Stocks
Investment Stocks. . .

Railroad Bonds
U. S. Bonds
State "

City *'

Bank Stocks
Manufacturing Stocks

Total
Average all

,

Ratio

Total R. R
" Governments.
" Industrial, . .

.

1872. 1873.

10527 6190
I42I4 10397
24097 2II42
1 1403 10956
I7I8 1445
7186 7182

14543 13652
36030 33930

1874. 1875.

7319
1 1004

21985
1 1 789

1497
7126
14008

34235

II97I8' 104894 108963
114. oi| 99.901103.77

6085
II057
22080
1 1989
1508

7569
14584
29132

104004

99 05
122.83 107.62 III. 79 106.71

48838! 37729 40308
20307 19583 20412

50573 475821 48243

39222
21066

43716

[876.

4706
1063

1

22807
11709
1527
7846
14198
27248

1877.

3498
9709
22042
11411

1531
7814
13180
28950

100672

95.88
103.29

38144
21082

41446

98135
93-46
100.69

35249
20756
42130

[878.

4582
10071

23637
10826
1511

7829
1 248

1

26530

97467
92.82
100.00

38290
20166
3901

1

1878. 1879. 1880. 1881. 1882. 1883. 1884.

Active Stocks
Investment Stocks. . .

Railroad Bonds
U. S. Bonds
State "
City *'

Bank Stocks
Manufacturing Stocks

4582
10071

23637
10826

1511

7829
1 248

1

26530

9920
1 1 509
26675
11150
1511

8149
13706

31990

12176

13389
28905
1 197

1

1646
8920
14362
37460

13822

14329
29610
12275

1739
9089
15087
38517

1030

1

13881

28592
12054
I6I9

9233
15360

35390

8793
13729
28737
12492
1585

9148
15578
31467

6082

13349
27875
11985

1499
9II7
14761
28817

Total 97467
92.82
100.00

114610
lOQ. 15

"#59

128829
122.69
132.18

134468
128. of)

137.96

126430
120.41

129.72

I2I529I13483
1 1 5. 74! 108. 08

Ratio 124.69 1 1 6
. 44

Total R. R
" Governments. .

" Industrial

38290
20166

3901

1

48104
20810

45696

54470
22537
51822

57761
23103
53604

52774
22906

50750

51259
23225

47045

47306
22599
4357S

It will be observed, first, that the aggregate of railroad

securities, in par value $5,000,0000,000, was lower by $304,,

100,000 in 1877 than in 1878. Including United States,,
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State and city bonds under the general head of Govern-

ments, for convenience, it appears that these securities, in

par value ^2,000,000,000, were worth less in 1878 than in

1877 by $59,000,000. Also it appears that the value of

banking capital was less in 1878 than in 1877 by $69,900,000,

and that the value of manufacturing capital was less than in

1878 than in 1877 by $242,000,000. Thus the whole body

of securities would have cost on the 23rd of April, 1877,

$9,813,500,000, and on the i8th of October, 1878, $9,746,-

700,000, so that the decline in the aggregate was $66,800,-

000. This is not a great difference; if the average price of

all securities in 1878 be reckoned as 100, the average price

in 1877 was 100.69, a difference of only 69 cents on $100.

But this difference is nevertheless greater than the difference

in United States bonds, which were doubtless affected be-

tween 1877 and 1878 by the prospect of the redemption of 6

per cents, and especially by Secretary Sherman's great suc-

cess in paying $75,000,000 of four per cent bonds. If on

this account the United States bonds were wholly omitted,

it would appear that the decline in the other securities was a

little more important than the advance in railroad securities.

Moreover the decline in banking and manufacturing securi-

ties justly represents the actual decrease m profits of trade

and of productive industries, but the advance in railroad

securities represents in part the power of speculative com-

binations to influence prices, as well as a real improvement

in the business of transportation.

Taking the average value of all securities into considera-

tion, it is found that the decline from 1872 to 1878 was from

$122.83 to $100. The decline in governments was small; as

a class, these securities commanded higher prices in 1875

than either of the years preceding or in any year following

until 1880 But the decline in railroad securities was s

great in 1873 ^^at the average price was actually lower than

in 1878. The active stocks, it was true, were nearly 50 per
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cent, higher in price, but the investment stocks were of about

the same average value, while the railroad bonds were much
lower in 1873 than in 1878. Finally, the third class of

securities, representing general trade and protective indus-

try, namely, the stocks of banks and of manufacturing com-

panies, declined moderately in 1873 and recovered a little

the next year; then declined sharply for two successive

years, and afterwards materially improved in 1877, just when

the railroad stocks were subjected to the greatest depression

by speculative influences. It might be naturally inferred

that the extraordinary effort to depress prices of railway

stocks was prompted by a desire to buy. Speculators would

be apt to desire to buy when manufactures appeared to be

rapidly improving, when trade was so much more active that

the profits of banks were rapidly rising, and when the settle-

ment of the electoral controversy caused a spirit of hopeful-

ness in all commercial quarters. At all events, it will appear

that the only cause of continued depression in railroad

securities after March 4th, 1877, was the wrangle of the rail-

road managers themselves, and the war of rates which they

contrived to keep up for speculative purposes.

Again, the advance in the average value of all classes of

securities from 1878 to 1881 is found to have been 37.96 per

cent. In United States, city and State bonds it was much

less, the average for this class being only about 15 per cent,,

and this fact does not strengthen the impression that the ad-

vance in active securities was to a material extent due to a

general change in the prevailing rate of interest. Moreover,

railroad bonds advanced only 25.27 per cent., and this rise

represents the improvement in the traffic and the prospects

of railroads as well as any decline in the rate of interest.

Hence it seems reasonable to infer that the change in the

rate of interest during this period did not warrant an ad-

vance of more than 16 per cent, in the price of securities.

But the advance in the volume of trade and in the possible
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profits of commerce and industry was much greater. The
stocks of Boston banks rose 21.17 P^i" cent., and the stocks

of New York banks 20.75 P^r cent., and these gains may be

supposed to reflect an enlargement in the profits of trade

notwithstanding such curtailment of bank profits as the esti-

mated lower rate of interest would naturally produce. The
railroad interest made greater gains than any other, and the

average advance in prices of investment stocks was 42.28 per

cent., and in the prices of active stocks 200.84 per cent.

When the course of railway traffic during this period is ex-

amined it will be found that there was a great expansion in

tonnage, but accompanied by such increased competition be-

tween the railroads and between the railroads and the water

routes that the increase '«\ earnings did not warrant the rise

in active stocks.

Finally, the comparison shows that the decline in the

average value of all securities from 1881 to 1884 was only

15.7 per cent., and the average, even at the lowest point in

1884, was still 16.44 per cent, above the lowest point m 1878.

But this fall appears in spite of the comparative steadiness

in price of Government securities. United States, State and

city, which declined as a class only about 2 per cent. The
decline in the industrial stocks, manufacturing and banking,

was 18.7 per cent., while the decline in railway bonds was

only 10 per cent, and in investment stocks only 6.8 per cent.

These phenomena contrast strikingly with those observed in

the earlier period of depression, when railroad bonds de-

clined 8.4 per cent, in five years, from 1872 to 1877, but in-

vestment stocks declined 32 per cent, during the same time,

and industrial stocks 22.4 per cent, in six years ending with

1878. Doubtless the condition of business generally was

relatively better in 1884 than in 1873, and the monetary

pressure was less severe. Nevertheless the decline in the

prices of active stocks was about 55 per cent, during the

later and aboiit 67 per cent during the earlier period. Ex-
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planation of these phenomena must be sought in the man-

agement and the earnings of railroads. But it is proper first

to compare the dividends paid on different classes of securi-

ties.

In the appendix, Table No. i8, are shown the dividends

actually paid each year on all the active and inactive stocks

quoted, and in Table No. 19 the dividends on all the manu-

facturing stocks which are quoted in the tables previously

mentioned. Those companies only are omitted which paid

no dividend at any time during the thirteen years. It is be-

lieved that the records are complete, showing all dividends

actually paid on such stocks from the first of January, 1872,

to the first of January, 1885. Those who have attempted to

compile such records know something of the great difficulty

which attends that work. They know that it is constantly

embarrassed by contradictory statements of the strangest

character, which it is found impossible to reconcile. In

many cases, too, dividends are quoted as paid in cash though

really paid in scrip or in stock. An effort has been made to

record the dividends actually paid according to official

sources of information, as far as possible. In railway securi-

ties, the published official notices have given most of the in-

formation desired, and in manufacturing stocks, wherever

official notices have not been found, the dividends have been

quoted from Martin's well-known record. In each class of

stocks averages are obtained by assuming that one share of

every stock quoted is held by the investor, and the ratio of

the aggregate of dividends paid is computed on the total

investment. In the notes, it will be observed, dividends

paid in bonds, stock or any kind of scrip are distinguished

from dividends paid in cash. But in the computation of

averages the cash dividends only are reckoned, for scrip

dividends are usually paid without regard to earnings, and

at times when the profits of the companies begin to fall

short, or when the state of speculation gives especial oppor-
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tunity for marketing a large amount of securities. Thus

considerable scrip dividends in 1872, 1873, 1874 and 1876

may be attributed rather to a shrinkage than to an increase

in the earnings of the companies, and indicate a desire to

sustain prices by making returns to stockholders in excess

of those which the earnings justify. Again in 1880 and in

1881 large dividends of stock were paid, in two cases

amounting to 100 per cent each. As these were in no proper

sense returned to stockholders from the past earnings of the

companies, they are omitted with all other than cash dividends

from the computation of averages.

The following shows separately the aggregate of all divi-

dends paid on the sixty-one stocks at any time paying divi-

dends which are included in the tables of active stocks, and

on the forty-five stocks at any time included in the tables of

inactive stocks. Dividends in scrip, bonds or stock are dis-

tinguished from dividends in cash. The ratio of the cash

dividends received each year on all the stocks of each class

is also added:

1872...

1873..

1874..

1775.-

1876..

1877..

1878..

1^79-.
1880.

.

i88i..

1882..

1883..,

1884..

Dividends on 61 Active

Stocks.

Cash.

227^
186

176

158^
129X
88K

105

112X
175^
245K
237-9
238^
211X

Scrip.

38
18

7

14

230
105
10

28.1

Av. Cash

3-725
3.049
2.875
2.602
2. 119
1. 451
1. 721

1.84

2.877
4.024
3-9
3.914
3.463

Dividends on 45 Inactive

Stocks.

Cash.
I

Scrip.

371

387
370
362

343^
295K
299^
316

342

353
342K
347
345K

5

10

5

6

12

6

Av. Cash

8.244
8.6
8.222
8.044
7.638
6.566
6.661
7.022
7.6
7.844
7. 611

7. 711

7-677

Beginning with 1872, we find that the average dividends

paid on the sixty-one active stocks were 3.725 percent., while
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the dividends then paid on the forty-five inactive stocks

averaged 8.244 per cent. At no time since have so large

dividends been paid on the investment stocks as were paid

in 1872 and 1873, but the dividends on the active stocks

were larger in 1881, in 1882, and in 1883. It is to be no-

ticed, first, that the dividends paid on the active stocks de-

creased materially in 1873, while those paid on the inactive

stocks increased. For this difference no other explanation

appears except the fact that the business of the country was

quite as active during most of the year 1873 as at any pre-

vious time, so that roads depending upon actual traffic rather

than upon financial arrangements or the course of specula-

tion for their returns to stockholders were especially suc-

cessful during the greater part of that year. From 1872 to

1877 the dividends paid on the active stocks declined nearly

62 per cent., and the decline in the average prices during the

same period was nearly 67 per cent. Here the correspon-

dence is sufficiently close to warrant a supposition that the

market was generally controlled by a due regard for the real

value of securities. But, on the other hand, the decline in

dividends paid on the inactive stocks, from 8.6 in 1873 to

6.566 in 1877, is much greater than the decline in the prices

during the same period. This points to a gradual apprecia-

tion in the value of securities paying a fixed rate, or, in other

words, to a decline in the current rate of interest expected.

The prices of inactive stocks fell in 1873 without regard to

dividends paid, and very much lower than any change in the

condition of the roads warranted; but this excessive depres-

sion in securities of that class must be attributed to the ex-

treme financial pressure, which caused holders to realize as

best they could on any property held, or tempted them to

sell investment securities which had declined but little in

order to support more active stocks in which the decline had

been relatively greater. From 1872 to 1877, the more active

stocks lost nearly two-thirds of their earning power as rep-
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resented by dividends paid. From 1877 to i88i, they ad-

vanced largely in earning power, but not relatively as much
as they had previously declined, and the advance in divi-

dends, about 177 per cent., contrasts strangely with the ad-

vance of more than 300 per cent in prices during the same

years. Even in the first year of the recovery, from 1877 to

1878, the increase in dividends paid was only 18 per cent.,

while the advance in prices was over ^^ per cent., and it is to

.be noticed that the increase in dividends paid would have

been much smaller but for the fact that a three and a half

per cent, dividend on St. Paul preferred, which was obviously

earned in the year 1877, does not appear as having been paid

in that year. With that correction the increase in dividends

from 1877 to 1878 would be only about 11 per cent., while

the advance in prices was about three times as great. On
the other hand, the advance in dividends paid on the inac-

tive stocks was insignificant in amount, and the advance in

prices, less than four per cent., was also comparatively unim-

portant. This comparison confirms the conclusion to which

other events have clearly pointed, namely, that the advance

in prices of active stocks in 1878 was to a large extent un-

warranted. Again, from 1877 to 1881 the increase in divi-

dends paid on the inactive stocks was only 19, 4 per cent.,

while the advance in the prices of those stocks was nearly 50
per cent. This difference, appearing both in the speculative

stocks and in the securities which were not objects of specu-

lation, suggests the probability that during the four years

ending with 1881 there was a considerable change in the

ruling rate of interest. The rapid retirement of the old

United States bonds which bore high rates of interest, the

success of the government in selling bonds bearing only four

per cent, to a very large amount, and the corresponding

change which was going on rapidly at that time in the rate of

interest paid by corporations and by individual borrowers,

would naturally have had some effect upon the prices of
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securities which were regarded as sure to pay fixed dividends.

The tendency must have been to enhance the prices of such

securities more than the increase in the rate of dividends

paid. This consideration undoubtedly accounts for a part of

the very wide discrepancy between the increase in dividends

paid on active stocks and the advance in prices of those

stocks. Yet it is clear, at the same time, that a not incon-

siderable part of that advance in prices was without warrant

in the condition of the properties or in the rate of interest

paid.

But a more accurate comparison of prices with dividends

paid will be found instructive. To that end the dividends on

active and on investment stocks are compared for the same

stocks each year which are included in the tables of prices

for that year. This involves a considerable change in the

rate of dividends for the later years, when several of the old

stocks which became no longer active and are dropped from

the tables of prices are excluded from the reckoning of divi-

dends paid. Nevertheless the comparison is for that reason

all the more instructive. The stocks which have of late

years ceased to be objects of speculation, the roads having

been leased or otherwise assured regular returns, made less

advance in prices than other stocks which had to support

them nothing but the power of cliques and speculators, and

the false hopes which interested parties were able to create

by reports industriously circulated. It is found that the

more active stocks in speculation, which are included for the

recent years, earned less dividends than the older stocks

which they supplanted, and yet rose much more in price. In

the following table, the average of dividends actually paid,

on the same stocks that are included in the tables of average

prices, are compared with the prices at the important points

each year, and the ratio of dividends paid to the market

value of the securities is calculated. The same course is

pursued for investment stocks, except that for the last three
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years, the dividends on New York Elevated having been ar-

rested by the litigation regarding the lease to the Manhattan,

the dividends on Harlem, previously of the same amount, are

included instead. Otherwise the price paid for certain classes

of securities is strictly contrasted with the dividends paid on

the same securities :

Active Stocks. Inactive Stocks.

Average
Cash Div

Market
Price.

Dividend
on Cost.

Average
Cash Div

Market
Price.

Dividend
on Cost.

1872

1873

1874

3-621

2.983
2-758
2.454
1. 971

1-375
1.650
1.642

2-133
3-058
2.958
3-096
2.754

69.03
40.58
47-98
39-89
30.88
22.93
30.63
65.03
79.81

94.40
70.34
60.05

41-54

5-24
7.35
5-75
6.16
6.38
6.00

5-39
2.52
2.67

3.24
4.21
5.15
6.63

8.562
8-95
8-55
8-35
7-894
6-787
6.844
7-025

7-55
7.812
7.812

7-787
7-725

144-43
105-55
III. 71

112.26

107.93
98-57
102.26

115-09
133-89
143.29
138.81

137.29
133.49

5-93
8.48
7-65

7.44
7.31
6.88

1875
1876

1877
1878
1879

6.69
6. 10

1880 5-64
5-45
5.63
5.67
5.78

I88I

1882
i88q.

1884.

One cause of discrepancy should be noticed at the outset.

The averages are unavoidably computed upon dividends paid

during each calendar year, because the fiscal years of the

companies end at different dates, and it is therefore found

impossible to distinguish the dividends earned during a par-

ticular calendar year. In one case, because it is clear that

the dividend of 31^ per cent, on St. Paul Preferred which

was paid in 1878 actually belonged to the year 1877, it has

been so reckoned in the averages. With that exception, the

statement of dividends must be understood as representing

in the main the earnings of a period a little earlier than that

within which the dividends were paid. Thus the dividends

paid during the year 1884 represented in the main the earn-

ings of the last half of 1883 and the first half of 1884.

There are some very curious disclosures in this table.
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Traces of a quite steady decline in the current rate of inter-

est are seen in the comparison of investment dividends with

prices of the same stocks. From a rate of dividends to cost

of 8.48 per cent, in 1873, there was a steady decline every

year until 1881, and since that time there has been a slight

but steady advance. On the other hand, prior to 1878 the

prices of active stocks were comparatively steady with respect

to dividends, never rising so far that the dividend paid aver-

aged less than 51^ per cent, on the cost of the securities, nor

falling so far, except during the panic in 1873, that the divi-

dend paid averaged more than 6.38 per cent, on the cost of

the securities. But in 1879 a sudden rise in prices without

any rise in dividends caused a decline of more than one-half

in the ratio of dividends to cost. Here it may be said that

the dividends paid during the year 1879 represented in part

the deficient earnings of the year 1878, and in part were cur-

tailed by the economies to which the companies were forced

to resort during previous years of depression, while the mar-

ket price represented rather the current estimate of the ulti-

mate value of the securities. But in 1880 the advance

in the rate of dividends and in the price of securities was

about the same, and in 1881, though the advance in dividends

was relatively greater than the advance in prices, it was never-

theless not nearly enough to make the ratio of dividends to

the cost of securities approximate to that of earlier years.

Here it is very clear that, after all possible allowances have

been made for the difference in point of time between the

year within which dividends were earned and the year in

which they were paid, there is nevertheless a striking dis-

crepancy between the advance in prices from 1877 or i878to

1881, and the advance in the rate of dividends. Nor can that

discrepancy be in any way accounted for, except upon the

theory that the prices of a considerable number of the stocks

quoted were inflated during this period altogether without

regard to the earnings of the companies. In 1877, the divi-
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dends paid on the stocks quoted were only 1.375 per cent.,

and in 1881 they were 3.058 per cent., an advance of 122 per

cent. But the stocks quoted rose from an average price of

$22.93 in 1877 at the lowest point to $92.15 for the same

stocks in 1881, an advance of 300 per cent., while the stocks

quoted for 1881 and later years reached an average of $94.40.

Clearly the actual earning power of the companies warranted

less than half of that advance in price.

But in later years a different set of phenomena appeared.

When stocks began to decline in 1882, the fall in prices was

far greater than the decline in the rate of dividends, so that

in a single year the ratio of dividends to the cost of securi-

ties advanced about one per cent. This may be in part

attributed to the fact that the dividends paid in 1882 were in

part earned in 1881. But in 1883 the dividends actually in-

creased, reaching a higher average than at any other time

since 1872, and nevertheless the average price of the stocks

declined one-seventh, so that the ratio of dividends to the

cost of securities advanced nearly one per cent, more, and

closely approximated the ratio of dividends to cost of the

investment stocks. Finally in 1884, the decline in dividends

was only about 10 per cent., while the decline in prices was

more nearly 30 per cent., so that the ratio of dividends to the

cost of securities rose above that of inactive stocks in the

same year, and was higher than in any other year of the whole

record excepting 1873. Two explanations are here to be

considered. Dividends not earned were certainly paid in

some cases, for the purpose of sustaining the prices of stocks.

To what extent this was done in 1884 and in some previous

years it is impossible to ascertain with exactness, though

reasons will be found for some conclusions on the subject

when the traffic and earnings of railroads are considered.

Second, it may be urged that the great decline in earnings

occurred during the last half of the year 1884, and was not

reflected, consequently, in the dividends paid prior to January
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I St, 1885. This is to some extent the fact. The average of

dividends paid during the first half of 1885, on the same

sixty active stocks whose prices were quoted for 1884, was at

the rate of 2.083 P^^ cent, yearly, only one-third less than in

1 88 1, while the prices of the stocks had declined from $94.40

to $45.64 at the end of the first half of the year 1885. Thus
an average of dividends amounting to 2.4 per cent for the

year ending July ist, 1885, is to be compared with an average

of about $45 per share in price, so that the ratio of dividends

to the market value was about 5.33 per cent. If the dividends

were earned, the current prices cannot be considered too

high. It may be added that the average of dividends on the

40 investment stocks during the first half of 1885 was 7.38

per cent., against 7.74 per cent, for the year 1884, a very

moderate decline.

There remains to be considered the record of dividends

paid on manufacturing stocks for thirteen years. The prices

of these stocks are compared as before with the dividends paid

in the following table, which also gives the earnings of all

national banks in the country upon capital and surplus for

each year ending September 30 since 1875 :

1872.

1873.

1874.

1875.

1876.

1877.

1878.

1879.
1880.

1881.

1882.

1883.

1884.

Manf. Market Dividend Earnings
Stocks. Price. on Cost. of Banks

14.03 135-80 10.33
10.81 127.84 8.45
9.24 129.04 7.16
6.26 109.80 5.70
4-97 102.70 4.84 7.5
6.84 109.12 6.27 7.1

5-39 100.00 5-37 6.2
7.16 121.40 5.89 6.1

10.32 144.23 7.15 6.4
9.83 148.19 6.63 6.6
8. II 138.25 5.87 6.8

7.09 123.05 5.76 6.5

5.49 113.04 4.85 6.5

Here also cash dividends only are reckoned in computing

the averages, though all dividends that could be ascertained
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are given in the tables. As the dividends paid by three

companies could not be ascertained, though it is known that

some had been declared, these stocks are omitted from the

reckoning of the average of dividends paid, and new aver-

ages of prices are prepared, embracing the remaining stocks,

namely, those whose payment of dividends or whose failure

to pay any is recorded.

The record of the banks is materially affected by the re-

tirement of Government bonds, and the consequent shrinkage

of profits on circulation. It is due to this, doubtless, that

the dividends were less in* 1879 than in 1878, but it is

well to observe that the fall in the prices of bank stocks,

which was about 51^ per cent, from 1877 to 1878, was fully

warranted by the decline in the net earnings on capital in-

vested. It will also be noticed that the earnings are for

years ending with September, and therefore, like the railroad

dividends, do not correspond strictly with those of the calendar

years. But the fact that the earnings have been well main-

tained in recent years indicates a much better state of busi-

ness than appeared in 1878.

The manufacturing dividends, however, do not correspond

with the earnings of banks in this respect. The average of

dividends was only a little higher last year than in 1878, and

the latter half of 1884, represented by dividends paid after

January ist, 1885, was clearly less favorable to manufactures

than any other half year on record excepting in 1876. In

the latter year the average prices of stocks were considerably

lower than -at any point in 1884, and the dividends were

lower than in any other year of the record. The depression

of prices in 1878 must be attributed ift part to the financial

pressure and the political uncertainty near the end of that

year as to resumption, and not wholly to the condition of in-

dustry. The decline from average dividends of 14 per cent,

in 1872 to less than 5 per cent, in 1876 had seemed great

enough to ensure a reaction. A Presidential election, and
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especially a disputed election, between parties understood to

be opposed to each other on ques^^ions of taxation and tariff,

naturally has much to do with the expectations of people in-

terested in those manufactures which have been made de-

pendent on the fiscal policy of the government. Thus it

comes to pass that the two worst years in the whole record

were the years of closely contested Presidential elections.

The depression in 1878 was the more disheartening because

it came after a considerable expansion of business, prompted

by the more hopeful tone prevalent early in 1877. The re-

covery from average dividends of 5.39 per cent, in 1878 to

10.32 per cent, in 1880 was at the rate of 91 per cent., while

the advance in prices during the same time was only 44 per

cent. This points attention to the radical difference between

investment and speculative stocks. The latter rose nearly

250 per cent., from 1877 to 1880, on gains of only 55 per cent,

in dividends; and from their lowest to their highest point

they rose 300 per cent., on gains of 122 per cent, in dividends;

while manufacturing stocks sank so little in times when divi-

dends were the smallest that they rose only 44 per cent, when

dividends were doubled. The very existence of an active

market for securities, it is clear, goes far to deprive them of

that steadiness which reliance upon a long future gives, and

which is essential to the investor.

It is to be noticed, also, that the dividends paid in 1881

on manufacturing stocks were lower than in 1880. Manu-

factures had begun to suffer depression, even while active

stocks were being hoisted to ever higher prices by all the

arts known to speculation. The manufacturing stocks shared

but little in this advance in prices; less than 3 per cent, in

that period of five months, while the active stocks advanced

during the same time about 18 per cent. The decline in

prices which followed from May, 1881, to June, 1884, was

about 23 per cent, in manufacturing stocks, while the active

stocks, with much less loss in the dividends declared, fell
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more than 56 per cent in price. It cannot be objected here

that the dividends paid do not fairly represent the condition

of properties at the time the prices quoted were made. For

the highest prices for active stocks were made before the divi-

dends were paid about the middle of 1881, and these were

generally the last of those included in the dividends for that

year. In 1884, also, the lowest prices were made in June,

before the payment of dividends from the earnings of the

first half of the year on most of the railroads, and these were

generally the last dividends included for that year, so that

the changes which occurred in the condition and prospects

of the transporting business later than July i, 1881, or later

than July i, 1884, did not affect the dividends actually paid

within either year, as they did not affect the prices of stocks

at the dates mentioned. The contrast may be more readily

appreciated when stated as follows:

J^tocks.

Decline in Dividends. Decline in Prices.

1881. 1884. Per ct. 1881. 1884. Per ct.

Active 3-058
7.812

9-83

2.754
7.725
5-49

10

I

44

$94.40
143-29
148.19

$41.54
133-49
113-04

56

7

23

Inactive

Manufacturing

While the dividends paid on the manufacturing stocks

fell very severely, not less than 44 per cent,, the prices de-

clined only about half as much, and for the obvious reason

that the prices in 1881 had not been inflated to correspond

with the earnings in an exceptional year, but were governed

by what was believed to be the general earnmg power of the

companies for a series of years. Hence in 1884, though the

dividends fell below 6 per cent, the prices of the stocks did

not fall below 100, but were also governed in that time of

depression, as they had been in the time of exceptional

prosperity, by the belief of parties interested regarding the

general earning power of the companies. The investment
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stocks, though meeting only an insignificant change in divi-

dends, fell much more in prices, and yet only 7 per cent.

The fall in prices was disproportionate to the decline in divi-

dends, because these stocks were indirectly connected with

the speculative market and were influenced by it. But the

active stocks, which make that market what it is, and are

largely controlled by it, decreased in dividends paid only 10

per cent., while the prices of those stocks dropped 56 per

cent. Even at the rate of 1884, those stocks paid nearly as

much as Government bonds, and yet their prices dropped to

an average of about 41 cents on the dollar. Here it is plain

that the earning power of the companies had very little to

do with the prices of the stocks. No argument is needed to

show that stocks which pay only 3 per cent, in years of ex-

traordinary prosperity are not really worth 94 cents on the

dollar. Obviously there was inflation of prices in 1881.

And it is equally plain that stocks which still pay 2^ per

cent in a time of great depression are worth more than 41

cents on the dollar, if there is reason to believe that those

dividends are earned, and represent the real earning power

of the companies. But that is precisely what the street did

not believe in 1884. It well knew that the dividends had

been paid, in many cases, for no other reason than to lift up

the prices of stocks, so that those who best knew the condi-

tion of the companies could sell. This was suspected to be

the case in many other instances, where perhaps it was not.

Hence no one wanted to buy. Nor will it be said that this

indispo.sition to purchase was without reason, in the light of

facts which will be disclosed by an examination of the recent

history of railway construction, management and traftic.
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X.

Railroad Failures, Traffic and Earnings.

To trace the progress of the railroad system in its growth

is less easy than many suppose. Among those who have

given attention to the matter it is known that, notwithstand-

ing the great number- of books published expressly for the

purpose of giving a full account of the railways, and not-

withstanding the ability and thoroughness of journals de-

voted especially to that branch of inquiry, railway statistics

are nevertheless exceedingly inadequate. For instance,

it is not possible for any one living to state with accuracy

the number of miles of railway now in operation in this

country, and yet statistics are constantly circulated which

purport to give the desired information. Upon scrutiny

it appears that the published statements give only some
record of the new mileage completed during each year,

but make no account whatever of any destruction or

abandonment of railroads during all the 50 years of

railway building. Nor are the published statements of

mileage constructed from year to year found correct.

It was a surprise to many, when the census report ap-

peared, to find important discrepancies between the official

returns therein contained and the tables of railway mileage

previously accepted. Yet the census, by far the best and

most thorough ever taken in this country, nevertheless en-

tirely failed to show what was the exact mileage of railways

in operation at any precise time. It will be observed that

the accomplished compiler of that report quite frankly

admitted his inability, with all the resources at his command,
to " obtain the actual number of miles completed to one

given date from the different companies reporting." More-

over, the records of yearly mileage constructed have until

lately been full of inaccuracies, and although a paper of
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marked enterprise has undertaken in later years to supply a

careful statement with the aid of official information, even

the " Railway Age " has not yet overcome the difficulty of

connecting its record with that of the census, so as to de-

termine precisely the mileage" in operation at any point of

past time.

But it is still more strange that^there is no accurate state-

ment in existence of railway defaults or foreclosures, or of

the legal extinguishment of property in railroads. A suffi-

ciently correct estimate of the mileage in operation can be

computed by use of the various sources of information.

Nor is it impossible to ascertain with sufficient correctness

for all practical purposes the aggregate of funded debt and

of capital stock at a given time. But while the records tell

us much of railway construction, they tell us nothing of

railway destruction. There are no records of the wiping

out of ownership or of legal rights through the proceedings

with which for more than 30 years the courts of the country

have been filled. We search in vain for evidence of these

things, in many cases. In the course of the search we find

that some roads have been completely abandoned. On
some not a wheel has been turned for years. On some

lines even the rails have long ago been torn up. We search

for weeks among old records, and pore over the accounts of

corporations of which almost the very names are now long

lost, in order to find even approximately what was the extent

of railway failures in different years, and what mileage and

what nominal and actual capital were involved. Of late the

" Railway Age" has published a close approximation to the

number of foreclosures each year, and the amount of stock

and bonds affected thereby, but even these statements, valu-

able as they are, do not give any information whatever on

the vital question what portion of the stock or of the bonds

was extinguished by the foreclosure proceedings. Nor does

it appear how far new contributions of capital made the con-
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tinued bonds and stocks virtually represent not old but new
investments.

It may be supposed by many that this line of inquiry,

though highly interesting, and possessing indeed a painful

interest to those concerned in the properties affected by

foreclosure, is nevertheless relatively unimportant, inasmuch

as it concerns after all but a small part of the whole railroad

property. Yet a very few facts suffice to show that this im-

pression is mistaken. During the four years, 1872, 1873,

1874, and 1875 railroads having at the time outstanding

more than $835,000,000 in bonds and more than $626,000,000

in stock, and operating more than 24,700 miles of railroad,

not only defaulted on their obligations, but failed to effect

any compromise with creditors so that operations were con-

tinued by amicable settlements. In most of these cases

foreclosure ultimately became necessary ; in others, after

long delay and serious loss to all parties concerned, the

property was surrendered to the bondholders, or the interests

of stockholders were completely extinguished by leases in

which only provision for the payment of interest on the bonds

was made. According to Mr. Poor, whose records for these

years, though not faultless, are the best obtainable, there

were 66,171 miles in operation at the end of 1872, and he

gives for 1873 the operations of 66,237 miles of road, repre-

sented by $1,947,638,584 stock and $1,836,904,450 funded

and other debt. If these figures are correct, defaults within

four years affected 37.4 per cent, of all the railway mileage

in the country, 45.5 per cent, of all the railroad debt, and

32.1 per cent, of all the stock

In 1872 the number of railroad defaults was small.

Record is found of only sixteen, of which the Alabama &
Chattanooga, the Little Rock & Ft. Smith, and the Vermont

Central were the most important, each having over $10,000,-

000 of stock and bonds outstanding at the time of the failure.

Yet the sixteen had in operation 3,998 miles of railroad, with
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$117,667,219 of bonds and $84,222,806 of stock, in all

$201,890,025 of nominal capital represented. In the first

part of 1873, also, before the panic began, the defaults were

numerous and of large amount, the bonds alone amounting

to $91,000,000. These facts show that the railroad system

was not on a sound foundation, but, like commerce and in-

dustry generally, had been undermined, weakened and pre-

pared for serious disaster by rash expansion of credit. It

has been said that the panic of 1873 was in its nature essen-

tially a commercial rather than a railroad panic, but the

statement would convey a false impression if it were not at

the same time understood that the railroad system had been

thus strained and weakened by excessive expansion of credits

and by speculation, and that railroads as well as merchants

had been failing in unusual number because of the same

growing financial pressure which this expansion and reckless

speculation had caused. The evil affected all who had been

enabled to carry forward large operations by abuse of the

credit system, and the railroad managers were not more proof

against the allurements of such an opportunity than the mer-

chants. But the railroad failures were conspicuous because

of their magnitude, and because of the importance of the

houses which they dragged down in their fall. In the years

1872, 1873, 1874, and 1875, the defaults of railroads, exclud-

ing all which were merely temporary or were closed by com-

promise within two and a half years thereafter, were in mile-

age and financial importance as follows :

Railway Defaults.

Years. Mileage. Bonds.
1 Stock. Total.

1872

1873
1874

3,998.0 $117,667,219 $84,222,806
[

$201,890,025
8,519.3 272,330,185 173,881,888

1
446,212,073

6,827.6 28i.';qo.82q 108.6^0. 682 jSo.oi;o.i;r r

1875 5.427.6 163,977.408
j
169,499,666 ' 333.477.074

4 years 24.772.5 $835,365,641 $626,264,042 $1,461,629,683
i
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Much the greater number of failures followed the crash in

1873, and may be said in some sense to have been caused by
it. Yet a crash does not come when a railroad is strong,

.

safely managed, and established in the enjoyment of a

profitable business. There was first the weakness, which

made the pressure fatal, and then the pressure. Nor is it to

be overlooked that the fierce speculation in gold and stocks

had much to do with'the monetary stringency. It has been

shown how this cause disturbed all business in 1872 and
early in 1873. Among the causes which worked together to^

cause the great disaster, therefore, this wild speculation

must be reckoned as one of the most important, though not

as in 1884 exceeding all others in importance.

The foreclosure of railroads followed after the defaults,

and often at a long distance in time. Proceedings in courts,

proverbially slow, are never slower than when lawyers have

a great corporation rather than an individual to bear the

cost and the delay. The following record of foreclosures

for 1873, 1874 and 1875 will show how slowly the failures of

1873 found expression in final decisions of the courts. It is

not supposed to be complete, though it includes all sales or

voluntary surrenders to bondholders of which record has

been found after considerable search :

Railway Foreclosures.

Years. Mileage. Bonds. Stock. Total.

1873 829.5
1,266.8

4,820.6

$22,080,000
46,286,782

187,763,127

$19,196,600

30,999,053
122,308,760

$41,276,600
77,285,835

310,071,887

1874
187";

Total 6,916.9 $428,634,322

The great crop of failures in 1873 did not produce its

full effect upon the record of foreclosures until the second

year following. Nor did the sales m 1 873-1 875 represent

the whole of even the larger part of those which resulted
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lawyers able and willing, the cases were made to last much
longer. Thus it will be seen that most of the stocks and

bonds affected by the defaults above mentioned were still

depending upon legal proceedings for their value, when the

year 1876 opened. The record of foreclosure sales pre-

pared by the " Railway Age " begins with 1876, and includes

only the aggregate of stocks and bonds. In the following

table the totals above given for the three previous years are

added :

Railway Foreclosures.

Years.

1873
1874
1875
1876

1^77
1878

1879
1880
1881

1882

1883
1884

12 years

Number. Mileage. Stock and Bonds

4
12

36
30

54
48

65
31

29
16

18

15

358

829
1,267

4,821

3,840

3.875
3.906

4,909
3,775
2,617

867

1.254
710

$41,276,600

77.285,835
310,071,887
217,848,000
198,948,000
311,631,000
243,288,000
263,882,000
127,923,000
65,426,000
47,100,000
23,504,000

32,770 $1,928,184,322

If it be supposed that the proportion of stocks to bonds

of the roads foreclosed was the same as of other roads

throughout the country, namely, about equal, the amount of

stocks affected may be placed at about $950,000,000. But

among the railroad defaults during the earlier years were

doubtless more than half of the railroads finally foreclosed,

and of these it has been seen the proportion of stocks to

bonds was about as 3 to 4. If this was the proportion

throughout, the amount of stocks affected by the foreclos-

ures above recorded was about $826,365,000 and the amount

of bonds about $1,101,820,000. Part of the bonds and nearly
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the whole of the stock were either extinguished entirely, or

holders were compelled to secure a further tenure by new
cash contributions, so that the securities afterwards repre-

sented not the old but a new investment of capital. Proba-

bly it is safe to say that not less than $900,000,000 of nomi-

nal capital, out of an aggregate of about $3,800,000,000 at

the beginning of the year 1873 has been extinguished by fore-

closure. The amount of capital actually invested was not

by any means so large, though the proportion of cash paid

down to the nominal capital and bonded debt was much
larger in those days than it has been since. But, there was

enough of it to make the extinguishment of the property by

foreclosure a most important matter to railway builders and

railway owners in this country.

Is it to be inferred, then, that railroads had even then

been built in excess of the public need ; that prior to 1873,

as in the years 1879-1883 inclusive, there were too many
railroads built, and too much money sunk in such works,

and that this was the chief cause of financial disaster ?

If this interpretation be accepted at all, it can be accepted

only with important modifications. The railroads built were

too many chiefly because they were wrongly placed. There

was then and still is room for more roads, in some parts of

the country. But after the completion of the Pacific rail-

roads there came a wild rush to create other such lines, and

to secure direct communications with them. This led to

railway building in the far west, in regions yet unsettled

and unable- to support railroads. In such a time, govern-

ment should have been a regulator and a check upon enter-

prise, but instead it afforded a most powerful stimulus.

Large grants of land were given, to one or twd lines prop-

erly, for the construction of at least one transcontinental

route was then a national necessity, that the Union might

be assured by permanent lines of swift communication be-

tween the Atlantic and the Pacific States, and by a belt of
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continuous settlement. But the government also gave im-

properly to many more lines, as if on purpose to destroy

the value of grants to any. It encouraged the building of

more roads than could possibly be supported, either by the

traffic at that time existing, or by the vastly greater traffic

which the lapse of twenty years has now brought us. Polit-

ical and local considerations ruled, rather than wise states-

manship. Had one or two great lines been aided, and had

had railroad building then been left for twenty years at least

to private enterprise, there would have been less reckless

construction of roads in the years 1866-187 2, or in the

years 1 878-1 883. Out of the building of the many lines

projected came fierce contest for superior connections with

the existing or projected Pacific roads.- Every strong com-

pany reaching into the western region sought to secure such

connections for itself, or to shut out its rivals, as Mr. Van-

derbilt endeavored to shut out Canada lines from connection

with Chicago in 1877 and in 1878. Thence came fierce wars,

and the rates charged for traffic on all lines, both in the far

west and afterwards at the east, were affected more seriously

than at any time in the previous history of the railway

system.

Just as the building of railroads in a wild and unsettled

country was the chief cause of the prostration in 1873, so it

was an important cause ot prostration in 1884, but no longer

the chief cause. The building of competing lines was the

fatal feature of the latest fever of railway extension, and this

was due mainly to the partial success of railway pools.

It has been fashionable among railroad men for some

years to ascribe great virtues to the pooling system. But

the clear-headed railway manager, who surveys the events

of the past ten years with coolness and impartiality, must

certainly see much reason to believe that these combinations

have done more harm than good. They came into being as

a mode of defense against the fierce competition which Mr.
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Vanderbilt himself began, in fighting nominally for '*one

rate to the seaboard," but really to shut out rivals from

Chicago. Back of this struggle and its cause, as we have

seen, was the contest of railroads to secure exclusive or

peculiarly favorable western connections with the trans-

continental roads.

The first effect of the pooling system was undoubtedly

good. It prevented ruinous rates, and secured for the roads

enlisted in the different combinations large profits in place

of losses. In justice to the companies, it should be said that

the rates usually established were not extortionate. On the

contrary, the established rates were for the most part lower

than the rates which had prevailed before the organization

of the pool. But evils nevertheless resulted. There was

discrimination against the roads not connected with those

embraced in the different combinations. Shippers were pre-

vented from shipping by such routes as they preferred, and

they often had their freight moved, not as they pleased, but

as the railroads pleased. Even after freight had been taken

with the distinct understanding that it should be moved by

particular routes, the railroads claimed, and until prevented

by decisions of the courts, freely exercised the right to divert

it to other routes, if under their agreements with each other

such diversion was required to make the division of traffic

correspond with the stipulated percentages. Thus it came

to pass that shippers had no opportunity to compel prompt-

ness or fidelity by transferring their business to other roads.

They were obliged to deal, not with a recognized and re-

sponsible line which sought their traffic and had a direct

interest in retaining it by faithful service, but with an irre-

sponsible organization not known to the laws, over which

they had no power, and which had no occasion to care

whether they were satisfied or not, since they were obliged

to ship by one road or the other at any rate. The railroad

companies were accustomed to make light of these objec-
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tions, but they were nevertheless serious. It is doubtless

the fact that they were more potent in producing public

hostility to the pooling system than the rates charged, which

were on the whole more reasonable than had been expected.

The object of these combinations was .to prevent or to

limit competition. It did so, but only between the roads

then existing. It was presently seen that the success of any

connection offered a most powerful incentive to the construc-

tion of other and rival railroads. For the combinations made
the business of transportation largely profitable. It enabled

the companies interested to declare large dividends. Soon

capitalists began to calculate what profits a new road, cheap-

ly built and with money borrowed at low rates of interest,

would return if it could secure a moderate proportion of the

total traffic. Then one experiment was made. It succeeded,

and then another followed. At the outset the combined

roads felt that they had no choice, and could not refuse to

admit a new member to the pool. They saw that they might

as well abolish the pool altogether. Yet the admission of

one road necessarily involved parting with a share of the

the profits, whether the new road could secure the same

share of the traffic or not. This immeasurably increased the

attractiveness of railroad building as a branch of national

industry. It was no longer a question whether a proposed

road was needed by the business of the country. The only

question was whether there was in existence a profitable pool,

which could be forced to take in a new line in order to avoid

more costly sacrifices. In a short time new lines sprang

into existence in every part of the country. Within a few

years three were completed between New York and Buffalo,

namely, the Erie extension, the Lackawanna extension, and

the New York, West Shore & Buffalo. Four were completed

between the western termini of the trunk lines and Chicago;

the Grand Trunk, the Chicago & Atlantic, the Baltimore &
Ohio, and the *' Nickel Plate." In like manner, new com-
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peting roads were built in the Northwest, and between-

Chicago and the Mississippi River; the Chicago & Alton was
extended through Missouri, and the Burlington across Iowa;

the Burlington was pushed on to Denver ; and across the

continent there were completed the Northern Pacific, the

Southern Pacific, the Atchison, Topeka & Santa Fe, and the

St. Louis and San Francisco, to divide the traffic which the

Union & Central Pacific had once enjoyed.

It was soon perceived by the pooling roads that it was-

impossible that this thing should go on forever. Capital

could continue to build roads as long as any profits remained

to be divided. Indeed, it was likely to continue to build as

long as there were only delusive hopes of profit, for, in

addition, the state of speculative markets was such that there

were vast chances of profit in construction companies and

in the handling of new securities, whether the roads built

could ever be made profitable or not. At first there was

moderate resistance, and for the time a war of rates, before

the new competitor was finally admitted to the combination.

Afterward the struggle became longer, and the final agree-

ment was in some cases reached, as in the case of the

" Nickel Plate," by the sale of the new road to an older

rival. Finally the struggle became still longer and more

destructive, and brought tremendous losses to the older

roads, as in the case of the contest between the New York

Central and the West Shore. Thus it is seen that excessive

railroad building in late years has been largely due to the

pooling system, which virtually offered a premium for the

construction of roads where none were needed. It was

more surely profitable to build a railroad in close and direct

competition with other strong lines just where a new road

was needed least than anywhere else, because there was

more probability that the strong road could be forced to

buy it at a good price in order to avoid the disastrous losses

which a long struggle would involve.
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The record of railroad operations illustrates these explana-

tions most forcibly. Mr. Poor's yearly Manuals, though

often inaccurate and especially defective in tabulation, are

the only publications in which an attempt has been made to

assemble the statistics of all railroads for a series of years.

The following is an abstract of his yearly statements with

his latest corrections, excepting that the first line for 1879

shows the tabulation for that year as corrected in the volume

for 1882 ; the next line gives the results of the census for

1880 ; and the remaining lines give the tabulation which Mr.

Poor now substitutes for 1879 and the subsequent years :

Capital, Earnings and Dividends.

Miles
OpVt'dYears

1872.

1873-

1874.

1875.

1876.} 73
1877-1 74-

1878.

1

78,

1879.1 82,

1880. 87,

1879.' 79.

1880., 82,

1881. 92,

1882 104,

1883. no,
1884. 115,

323
237
273

759
508
112

960
223
782
009
146

971
971
414
672

Capital & Debts

$3,159.

3,784.

4,221,

4,415,

4.468,

4.568,

4.589.

4.762,

5.425,

4.872,

5,402,

6,278,

7,016,

7.477,

7.676.

423.057
543.034
763.594
631,630

591.935
597.248

948,793
506,010

722,560
017.517
038,257
565.052
750,109
865,782

399.054

Gro's Earn'gs

$465,421,055
526,419,935
520,466,016

503,065,505

497,257.959
472,909,272
490,103,351

529,012,999
580,450,594
525,620,577
613,733,610
701,780,982

770,209,899
823,772,924
770,684,908

Net Earnings

$165,754,373
183,810,562

189,570.958
185,506,438
186,452,752

170,976,697
187.575,167
219,916,724
227.650.473

216,544,999

255,557.555
272,406,787
280,316,696

293.367,285
268,106,258

Dividends Pd

$64,418,157
67,120,709
67,042,942
74,294.208
68,039,668

58,556,312
53,629,368
61,681.470

70,550,342
61,681,470

77. "5. 371

93.344.190
102,031,434
102,052,548

93.244.835

It will be observed that Mr. Poor now represents that

79,009 miles of railroad earned in 1879 almost the same

amount, gross and net, and paid precisely the same amount

in interest and dividends, that he represented as earned and

paid in that year by 84,233 miles of road in his volume pub-

lished in 1880, and that he also represented as earned and

paid in the same year 1879 by 82,223 miles of road in his

corrected table published in 1882, page 12. This illustrates

the difficulty of determining to what mileage actually oper-
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ated Mr. Poor's statistics at any time apply, and the doubt

which arises whether the figures now given will not be in

like manner modified hereafter. But it is proper to assume

that the latest comparative statement has been corrected as

far as possible, and from this, with the latest tabulations by

Mr. Poor for years prior to TH79, are computed for the fol-

lowing table the gross and net earnings and dividends paid

per mile of road operated. In the fifth column appears the

aggregate ton-mileage transported in each year on five of

the great trunk lines between Chicago and the Atlantic coast,

namely, the Pennsylvania, including the United Railroads of

New Jersey and the Philadelphia & Erie; the New York
Central; the New York, Lake Erie & Western; the Lake
Shore, and the Pittsburg, Fort Wayne & Chicago. In the

sixth column is given the ton-mileage transported each year

on six of the great western trunk lines, namely, the Chicago,

Burlington & Quincy; the Chicago & Northwestern ; the

Chicago, Milwaukee & St. Paul ; the Chicago, Rock Island

& Pacific; the Chicago & Alton, and the Illinois Central.

In the last column appear the aggregates of ton-mileage for

each year on these eleven roads, representing about one-

third of the entire railway movement in the country

:

Years.

1872,

1873^

1874,

1875.

1876.

1877,

1878,

1879
1880,

1881,

1882,

1883.

1884.

Gross. Net.

$8,n6 $2,891

7,947 2,775
' 7,513 2,736

7,010 2,585

6,765 2,536
6,381 2,307
6,207 2,375
6,653 2,741
7,471 3,111

7.549 2,930
7.376 2,671

. 7,468 2,657
6,663 2,318

Div. Pd.

$1,123
1,013

967
1,035

925
790
679
781

938
1,004

972
924
806

E. Tr.

Roads(5)

4,952
5,615

5,747
5,881

6,633

6,351

7.613

9,376
10,142

11,329
11,146

11,935
10,218

W. Tr.
I

Total
Roads(6)!ii Roads

1,337

1,719
1,852

1,905

1.995
2,211

2,823

3,471

4,544
4,435
5,041

5,768

5,940

6,289

7,334

7,599
7,786
8,628

8,562

10,436

12,847
14,686

15,764
16,187

17,703
16,158
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It appears that the movement of traffic over all the roads

in the country has probably increased even more largely

than the movement over the trunk lines embraced in the

above statement. For according to the census the aggre-

gate movement on all railroads was 32,348,846,693 tons one
mile, while the movement reported by Mr. Poor for the year

1883 was 44,064,923,445 tons one mile, an increase of about

36 per cent. But the reported increase from 1880 to 1883

on the principal roads included in the above table was only

20.5 per cent. It appears, too, if Mr. Poor's compilations

are not wholly incorreot, that the ton-mileage increased after

1883, reaching 44,725,207,677 tons one mile in 1884, an in-

crease of about ly^ per cent, over 1883. At first glance this

may seem inconsistent with the reported movement on the

principal roads. But it is to be observed that the movement
on the six western roads did actually increase from 1883 to

1884, and more than 2^ per cent. The decrease appears in

the column showing the movement on the eastern trunk

lines, and this is obviously due to the recent completion and

vigorous operation of new competing lines, by which a very

large amount of traffic has been diverted from the old lines

included in the table. Yet the growth of the railroad busi-

ness, as exhibited by this table, has been of wonderful mag-

nitude, far surpassing the growth of the country in popula-

tion or in wealth. Nor is this statement as surprising as to

some it may seem. With the advent of new roads and

cheaper rates for transportation, manufactures and trade

became possible and even profitable in regions where, prior

to the growth of railroads, such industry could not have been

maintained. In a vast number of cases the new farm or the

new mine caused the abandonment of a farm or a mine in

older States, so that, without any increase in the aggregate

production of the country, the aggregate transportation was

enormously increased. In a still larger number of cases the

new industrial development caused change in the manner of
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employing the old resources. Thus the old farms ceased to

grow wheat, and were devoted to the production of vegeta-

bles and live stock. Able to get transportation loo miles at

no greater cost than that formerly charged for transporta-

tion 50 miles, mills and furnaces obtained their material and

ore from a greater distance, and thus the same expenditure

for materials resulted in a greater ton-mileage of transporta-

tion for the railroads. Another important change was in

the rapid diversion of freight from water routes to railroads.

Cotton was shipped in great quantities overland, instead of

by water from southern ports. Grain and provisions were

shipped in great quantities by rail, instead of by lake and
canal. Owing to these changes, the increase in movement of

freight by rail has much exceeded the increase in popula-

tion, in wealth, or in production by mdustry.

The changes in the quantity of freight transported, and
the comparison of earnings and dividends per mile of road

in operation, cast much light upon the erratic movements of

the speculative market. From 1872 to 1877, the ton-mileage

on the principal roads increased 36 per cent, but this greatly

enlarged service was performed for less money, because the

gross earnings of all roads averaged 21 per cent, less per

mile operated in 1877 than in 1872. More money had been

expended also in preparing to perform this increased ser-

vice ; the increase in number of miles of railroad in opera-

tion during the same time had been 27 per cent. In 1878

the case was still worse ; the principal roads were then trans-

porting 66 per cent, more freight than in 1872, and yet the

gross earnings of all roads per mile operated were 23 per

cent, less than in 1872, and there had been an increase of 31

per cent, in the railroad mileage built. These comparisons,

and the fact that the dividends paid per mile operated were

lower in 1878 than in any other year, point to the conclusion

that the general condition of business was less favorable in

1878, after the great operators had taken' a heavy load of
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stocks and when they were struggling to sustain the market,

than in 1877 when they were doing their utmost to depress

prices. Apparently they bought in, and forced other people

out, a year too soon for their own good. Again the advance

in traffic from 1878 to 1881 was 51 percent, on the principal

roads, and meanwhile the increase in railroad mileage had

been only 18 per cent. The gross earnings per mile of road

operated nevertheless increased 21 per cent. Although the

organization of pools had not enabled the railroads to get

increased pay in proportion to the increased service per-

formed, nevertheless the dividends actually paid rose to

$1,004 per mile of road operated ; which implied a higher

rate of profit on the principal lines than had been obtained

in any year since 1875, and probably higher than in any

year since 1872. Finally, from 1881 to 1884 the traffic on

the principal lines increased only 2 per cent., while the gross

earnings per mile of road operated declined 12 per cent.

This, it is clear, was because there had been added in these

years new mileage amounting to 30 per cent., and a large

traffic had thus been diverted from the older lines, while

rates were pushed downward by increasing competition.

It is worth while to observe some curious contrasts be-

tween the record of traffic and earnings at particular points,

and facts already noticed in the history of railway manage-

ment and of financial changes during the last fourteen years.

In spite of the increase in ton-mileage on the principal roads

from 1872 to 1873, amounting to 16 per cent., there was a

decline in the aggregate both of gross and net earnings and

dividends paid per mile operated. This was due to the re-

duction in rates charged, and in some vStates to the direct

interference of Granger legislation. At that time the mar-

ket faithfully corresponded with the.se conditions. It had

not yet learned to believe that, if a few men pleased, stocks

would go up whether the roads earned anything or not.

While the decline in dividends paid on speculative stocks
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was very small in 1874, and was less than half of one per

cent, in 1875, the table of gross and net earnings indicates

that extraordinary efforts were made in these years to econ-

omize by reducing wages, and by postponing necessary re-

pairs and renewals, a process by which roads managed for

speculative purposes have in later years constantly sought

to escape the effects of a shrinkage in business. Naturally

this was done by the managers of roads whose stocks were

active in speculation more than on other railroads, and hence

the decline in the dividends paid was much greater in 1876

on speculative than on other stocks, and greater than the

change in the earnings for that year would warrant. The
repairs and renewals, which Had been postponed for a tem-

porary purpose, it was found necessary to make after all, at

a time when the condition of the market was still less favor-

ble. The dividends on investment stocks still averaged 7.64

per cent, and the average of dividends paid per mile on all

railways was only 10 per cent lower than 1875. The traf-

fic was larger than ever, if the ton mileage of the principal

roads is a correct indication, and yet the speculative stocks

fell far and fast. The average prices of the sixty active

stocks fell in 1876 to $30.88, and the dividends paid on the

stocks included in that list averaged less than 2 per cent.

The prmcipal cause was the war of rates, in which the trunk

lines were engaged much of the year. Commodore Vander-

bilt had endeavored to establish a new rule, " one rate to the

seaboard," so that the charges for transportation from the

interior to either of the chief seaports should be the same
over all routes. But this rule would deprive Baltimore and

Philadelphia of advantages deemed essential by merchants

of those cities, and it was so stubbornly resisted by the

Pennsylvania and the Baltimore & Ohio railroads that a pro-

longed struggle followed, in which the railroads sustamed

great losses. Jt may be said of Commodore Vanderbilt that

he never engaged for speculative ends in a policy ruinous to
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the great properties of which he had charge. His struggle,

whether mistaken and unwise or not, was a genuine effort to

bring about a legitimate change in the business of transpor-

tion, and was not a stock-jobbing raid.

Although a settlement was nominally reached near the end

of 1876, the death of Commodore Vanderbilt, itself a cause

of much disturbance in the market for railway securities, was

followed by a disagreement among the trunk lines in regard

to the terms of the new arrangement. The policy of Mr.

Wm. H. Vanderbilt, the son and successor, did not seem to

be that of his father. The war broke out afresh early in

1877, and for a time it was expected to be lasting and de-

structive. But it afterwards appeared that Mr. Vanderbilt

was at that time acting, as he has often acted since, in con-

nection with a powerful combination of speculators to de-

press prices. If he wanted to buy stocks, he had the power

to prevent any settlement as to rates until he could succeed.

It is believed that no combination equally strong had ever

operated in the stock market prior to that time, and the

energy and adroitness of the operators, and their command
of enormous capital, enabled them to take advantage to the

utmost of all the circumstances. Thus the worst depression

in 1877, resulting in the lowest average of prices for 13

years, was mainly due to speculative influences. It is not

strange that it was attributed to the deliberate purpose

of some railroad managers to depreciate the prices of

the securities of their own roads, in order to buy them

cheaply. For the circumstances were by common consent

pronounced most favorable to an advance in prices.

There had been great uncertainty and a feeling of general

apprehension during the Presidential struggle, and many

shrewd men had sold largely of their securities. But nearly

two months before the lowest point was reached in April,

1877, the electoral controversy had been settled. President

Hayes had been peacefully inaugurated, and his new cabi-
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ernment was to be steadfastly maintained. Hence there

was at this time a remarkably hopeful and confident feeling

in commercial and manufacturing circles. It was felt that,

though there might be some embarrassment before resump-

tion could be accomplished, nevertheless the restoration of

the currency to a solid basis would prepare the way for a

great and lasting improvement in trade and industry.

These anticipations, it can now be seen, were not wholly

unreasonable. The great improvement did come in fact,

though not as soon as was expected. It may even now be

doubted whether the depression which preceded, of which

there was little expectation early in 1877, would have been im-

portant but for three legislative changes which no one at that

time anticipated. These were, first, the repeal of the bank-

rupt act, which caused liquidation all over the country to an

extent never before known except in times of panic. Second,

the passage of the silver act, early in 1878, was regarded by

conservative men as endangering the public credit and the

public faith, though the apprehension with which it was re-

ceived passed away for the time when it was found that spe-

cie resumption had been reached, not upon a silver but upon

a gold basis. Third, the act of 1878, providing that the

legal tender notes should be re-issued after they had once

been redeemed, contributed to cause financial apprehension.

When combined with the fall in prices which the approach

to the gold basis necessarily involved, and with the financial

pressure which was occasioned by the preparations for re-

sumption, these acts produced a state of industrial and finan-

cial prostration in the fall of 1878 such as has rarely been

witnessed, except in times of extraordinary calamity. The
results are seen in the record of railroad earnings and divi-

dends, as in the course of manufacturing stocks and other

securities.

Nothwithstanding the signs of promise everywhere else,
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about March ist, 1877, the transporting interest was made
to appear at its worst. But as soon as managers had

secured what stocks they wanted, and had secured them, be

it observed, by frightening or forcing out the long-suffering

stockholders of their own roads, whose confidence in such

management had been too great for their own good, it was

suddenly discovered that all the conditions favored a great

advance in stocks. All controversies disappeared as if by

magic. All operators were suddenly agreed that general pros-

perity had come again, and come to stay. The outbreak of war

in Europe was used as a powerful lever to lift prices ; it

was argued with truth that it would cause a great increase

in the movement of products for export. The upward

movement was hardly under way, when the great railroad

strike caused wide-spread alarm. But the most powerful

speculators had bought so largely that they could not afford

to permit a decline. Those who were in control of great

railroads were among the first to come to terms with their

hands. The desired advance was afterwards accomplished

with ease, the strong men being substantially united in inter-

est. But when prices had been advanced, it was discovered

that there was still no sufficient market on which to sell.

The public was not ready to buy. Business was much less

satisfactory than had been expected. The legislative changes

already noticed began to produce their effect upon general

trade, and as a consequence, upon the traffic of railroads.

The manufacturers who had hoped for great profits, and

had in fact increased earnings and enlarged dividends on

their .stocks during the first half of 1877, found their sales

shrinking and prices declining. Trade was unusually dull,

and the financial world was disturbed by the agitation for

silver coinage. Thus the great operators were compelled to

sustain the market as best they could during the weary

months of 1878, when the commercial and industrial condi-

tions were less favorable than they had been for many years.
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But in this endeavor they had one great advantage. In

spite of the decline in the earnings of railroads and in divi-

dends paid, they had the certainty that specie resumption,

January ist, 1879, would unlock enormous hoards of money
and bring about a great expansion of the currency. This,

they felt, would ensure a general advance in prices. Hence

it was that the railway securities were at this time stubbornly

maintained, and the speculative world was on the whole as

zealous in efforts to support this class of securities as it had

been in 1877 to decry and depress them.

From 1878 to 1881 the actual improvement in ton-mileage

on the principal roads was 51 per cent. ; in gross earnings

per mile of road operated 21 per cent; in net earnings per

mile, 30 per cent., and in dividends actually paid per mile of

roads operated 48 per cent. In the market prices of manu-

facturing stocks, the advance was 48.19 per cent., a gain

closely corresponding with the real improvement in railroad

properties. In the market for investment stocks, the ad-

vance was 42.28 per cent. ; but little less. In the market

price of railroad bonds the advance was 25.-2I per cent.

But in the average price of active stocks the advance was

200.84 per cent. It may be noticed here that in 1880 the

dividends were very little greater, either on speculative or

on all stocks, than in 1876. But the average of prices,

$30.80 in 1876, rose in 1880 to $79.81. Also in 1881 the

dividends paid on the same stocks were a little over three

per cent, or 50 per cent, greater than in 1876, while the aver-

age price of these stocks was $93.73, more than 3 times as

much as in 1876. A stronger contrast can hardly be sug-

gested, and it goes far to prove that in the speculative mar-

ket, at least, the rate of dividends actually paid on securities

has had of late years but little to do with their market price.

The organization of pools and other vast combinations and

consolidations of capital was the feature of this era. Large

profits were immediately ensured by the rise in securities,
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and the railroads were enabled, as we have seen, to gain in

dividends as much as the chief roads gained in ton-mileage.

But the fatal results quickly began to appear. Wherever

one system pushed out new lines to grasp additional traffic,

a competing system pushed out other lines to strive for the

same traffic. Thus, instead of a war of rates, there began

a war of railroad building, and of all conceivable wars this

has proved the most destructive to railroad properties and

most disastrous to their owners.
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Currency and Prices.

In the explanation of the course of prices it has repeatedly

been found necessary to refer to changes in the currency, as

having a great influence upon the market. But a more con-

nected review of this branch of the subject seems essential to

a full understanding of the events of later years. The
writer is not one of those who believe that any calculable or

conceivable volume of currency per capita, or in proportion

to the business transacted, is necessary to the public welfare,

to business prosperity, or to the well being of working peo-

ple With modern facilities for the unlimited manufacture

and use of credit substitutes for money, a nation could not

be crippled in its industry or paralyzed in its exchanges if

its volume of money in use were exceedingly small or ex-

ceedingly large. In time the habitual use of such substi-

tutes would adjust itself to the public needs, however large

or small those needs might be. Every-day experience

teaches that a community which has once become accus-

tomed to use of credit substitutes in 99 parts of 100 of its

aggregate payments transacts its business with as little fric-

tion, with as few alarms, and as little real risk, as one which

is accustomed to use 99 parts of cash and only one part of

credit substitutes. But it is undeniable that, when the com-

mercial and trading and personal habits of a community

have been formed upon a certain basis, when it has been

used to expect cash in a certain portion of its transactions

and credit in certain other portions, and has a measurably

fixed volume of payments to make, any material increase or

decrease in the circulating medium does exert a most pow-

erful influence. A contraction, though of apparently insig-

nificant amount, will then produce a most violent reaction in

prices, disturbance in settlements, and disorder in almost
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every part of the societary movement. So in such a com-

munity, with established habits, an enlargement of the cir-

culating medium, especially if it be of the denominations

which naturally go into individual use in daily dealings, has

all the effect of a strong draught of brandy on a constitution

unused to a stimulant. More rapid movement is imme-

diately seen; trade increases marvellously; facilities for the

expansion of credit multiply vastly the effect of the addition

to the monetary supply; loans and credits of all kinds are

expanded, and a speculative fever is the almost invariable

consequence. Nor does it make much difference whether

the increased supply of money is of the best or of the worst.

If of the worst, it has the appropriate effects of bad money.

But in any case it has the appropriate effect of inflation.

That the working of this principle may be more clearly

understood, let an illustration be drawn from actual exper-

ience. Early in t88i the business of the city of New York

was disturbed by the passage of an act of Congress which

alarmed the banking institutions. It matters not to the

present purpose whether their alarm was reasonable or not;

the point here to be considered is that it did in fact result in

a speedy deposit of several millions of legal tenders with the

Treasurer of the United States, in order to provide for the

retirement of national bank circulation, and thus to secure

the ijnmediate surrender of the government bonds deposited

as security. Orders for such deposits of legal tenders came

by telegraph and mail from banks in all parts of the country

to their correspondents in New York. These orders re-

quired that the money thus to be deposited should be taken

from the sums standing to the credit of country banks on

the books of the banks in New York, and forwarded with as

little delay as possible to the Treasurer of the United States.

It afterwards appeared that the amount of legal tenders thus

deposited reached about $17,000,000 within one week. This

was a sudden but not a very large contraction of the cur-
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rency. The amount actually in use at the time, including

all kinds of money, was not far from $1,100,000,000, so that

about 11^ per cent, of the entire circulation was quickly

withdrawn at the chief center of commerce. What was the

effect ? Immediately the banks which had been called upon

to deposit money for the surrender of circulation took the

required amount from their reserves. But at once, being

required to make good those reserves, they sent out notices

demanding the payment of loans on call. The persons

thus called upon unexpectedly to pay sums which they had

invested in securities rushed first to other banks and to

brokers, seeking to effect new loans. As the cause was one

which influenced at the same time the action of most of the

leading banks of this city, a contraction of loans had been

rendered necessary with nearly all the banks, and the ap-

prehension of financial disaster had also led others to call

in loans as a precautionary measure, and had rendered all

less disposed to put out more money on stock collaterals.

As a consequence, in every direction it was found that the

supply of money available for the purchase and carrying of

stocks had suddenly shrunk. The holders were forced to

go into the market to sell. But those who would gladly

have been buyers a few days before found themselves, also,

called upon to make good large loans. Instead of buying

more stocks, they also wanted to sell. The persons who
had unemployed funds available, as it happened, were not

at that time many, previous speculation and the manu-

facture of new securities in very large amounts having filled

the market, so to speak, as full as it could hold. But had

not this been the case, the difficulty would have been but

little diminished. For those who had money were affected

by apprehension of financial disaster as much as those who
had stocks. They realized that the federal enactment was

likely to cause a continued and rapid surrender of circula-

tion, and consequently a more severe contraction of loans
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than had yet been witnessed. They reasoned that if they

wanted to buy at all, it would be better to buy a little later

at lower prices. Accordingly, the market suddenly became

one in which all wanted to sell, but nobody wanted to buy.

A certain amount of money had been available for the carry-

ing of a certain amount of stocks, and the supply of money

having suddenly diminished, there was no possibility of car-

rying the same amount of stocks, even a single day longer,

excepting at reduced valuations. In addition, holders of

securities in other parts of the country were seized with

alarm, and sent them into this market for instant sale, so

that with a reduced supply of money there was an increased

amount of stock to be carried. The inevitable consequence

was a violent reaction, and the decline in prices within about

one week was such that the aggregate market value of secur-

ities handled in New York was reduced fully $200,000,000.

On the other hand, an illustration of almost weekly oc-

currence, during several years when the government was

rapidly reducing its indebtedness, will serve to show the

effect of an inflation of the currency. On certain days

each week, about 12 o'clock, messengers from many estab-

lishments in Wall street were waiting at the Sub-Treasury.

An official brought out and posted a written notice, announc-

ing that the government would redeem on a certain date

bonds amounting to $10,000,000. With a swift glance at

th6 amount, the messengers scattered like crazy people, each

running with his utmost speed to the house he represented-

Within five minutes, orders began to pour into the Exchange

for the purchase of stocks. At the same time those who

had stocks to sell were warned by their messengers to hold

them at higher prices. A sudden upward rush in prices

occurred, and continued for some days with little abatement,

strengthened by growing orders from every quarter, and all

this took place before a single dollar of money had been

disbursed by the Treasury. Why ? The dealers instantly
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knew that within a short time $10,000,000 would be added

to the supply of money in the banks available for the pur-

chase or carrying of securities. The speculators could

afford to pay a higher interest for the additional supply of

money than people engaged in legitimate business, and

therefore could secure as much as they wished of it. All

who had credit or who were able to furnish required margins

made haste to embrace the opportunity to buy securities

because they were well aware that the increased supply of

money would create a demand, not merely for securities

worth $10,000,000, but for a larger amount. Every man
who sold one kind of securities at a profit was in haste to

invest the money to be received in some other kind of

security, which had not yet proportionately advanced. As

the lightning flashed the news all over the country, orders

to buy came from thousands of small towns and from scat-

tered investors. The investors took stocks out of the

market which had previously been carried with the supply

of money available for the purpose in New York. Thus

there was left a smaller amount of stocks to be carried in

this market, with an increase of $10,000,000 in the amount

of money available to carry securities. The inevitable re-

sult was a swift advance in prices. Nor was this strange.

The government had extinguished the securities in which

certain persons had invested their means. In place, it had

put into the market $10,000,000 in gold, and had obliged

them to seek other investments for their money. Men do

not keep their money idle in times of prosperity or ordinary

confidence, if they can avoid it. The investors who were

suddenly deprived of government bonds as a safe resting

place for their money, made haste to buy other securities,

and those from whom they bought in turn made haste to

buy still other stocks which they deemed worth holding, and

thus the upward movement was passed on from the very

best to the very poorest class of stocks, all .advancing more
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tary supply.

It is only necessary to add that, from July, 1878, to July,

1 88 1, the amount of outstanding government bonds was re-

duced $155,000,000, and the amount of currency in use

outside of the Treasury was during the same time increased

$456,000,000. The bondholders were obliged to find other

resting places for their invested wealth. The increase in

amount of money in use filled all the channels of circula-

tion and trade, stimulated speculation to the utmost, and

expanded prices in a manner rarely witnessed in the history

of this or any other country. Under such circumstances, it

would have been marvellous if the prices of stocks had not

advanced.

The amount of government bonds outstanding affects the

prices of stocks directly, by affording a safe investment for

money which would otherwise be invested in negotiable

securities. This supply of funds seeking safe investment

naturally tends to increase with the growth of the country,

and mcreases with especial rapidity in times of industrial

and commercial prosperity. From July i, 1872, to July i,

1878, the change in the amount of government bonds out-

standing was insignificant, namely, from $1,814,794,100 to

$1,794,735,650. But there had been a great decrease in the

year 1872-3, to $1,710,483,950, a reduction of $104,000,000

in a single year. Undoubtedly this redemption of public

debt helped to sustain prices of securities, and to retard the

decline which commenced in May, 1872. But in the year

1873-4 an increase of bonds began, and thus the demand for

stocks was diminished $28,500,000 in a single year. The
coincident fall in prices, if not a result, is at least such a change

as would have been expected. But from 1873 to 1878, and

particularly during the fiscal year 1878, when preparations

for resumption were in progress, the amount of bonds out-

standing was still farther increased, so that at no time was

I



I

221

the demand for other securities enlarged by important re-

demptions of government bonds, while during the last fiscal

year the increase in the amount of bonds outstanding with-

drew from use in other forms many millions of dollars.

During this period, again, the course of prices of stocks

corresponded entirely with the diminished supply of money
for such investment. But from 1878 to 1881 there was a
great reduction in the amount of bonds, and the change ia

the pVices of stock was just what might have been expected

as a consequence. It was, in fact, an effect not of that

cause only, but of that and of other important causes.

Then came a reduction of $176,000,000 in the bonded debt

in 1881-2. Here the inevitable effect was to retard the re-

duction in prices which had begun, and it was sufficient in

itself to account for not a little of the stubbornness in

prices which continued in spite of the short crops in 1881.

Again, in 1882-3, the reduction in amount of bonds out-

standing was $125,600,000. But now the business of the

country was shrinking; profits were generally small, and in

many cases losses were eating up money previously invested.

This at least is certain, that the reduction of debt from

1881 to 1885, $443,400,000 in amount, has not been attended

with that appreciation of securities which actually did attend

the reduction of debt from 1878 to 1881.

The same contradictory phenomena are observed in com-

paring the record of increase or decrease of circulation with

the course of prices, and they demand especial attention.

The effort to ascertain the precise amount of currency in

use at different times during the past fifteen years is met by

difficulties which not many fully understand During the

,earlier years, the published records of the kind of money
held in the Treasury are exceedingly defective, and it is not

possible to ascertain with entire certainty the exact amount
of gold in the Treasury even for a year or two after the re-

sumption of specie payments. Recent statements, however,
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close enough for the present purpose. The following table

is believed to give as accurately as possible the aggregate of all

kinds of money in actual use on the dates named, either in the

banks or in the hands of the people. From the first of Janu-

ary, 1879, all the gold in the country and all the gold certifi-

cates out of the Treasury, which had been used only in in-

ternational transactions or in settlements between the banks

and the Treasury, became money in the fullest sense. From
that date the amount of gold and gold certificates not held

by the Treasury is given in the second column ; the amount

of all other kinds of money not held by the Treasury in the

first column, and the third column shows for the later years

the aggregate of money of both kinds not in the Treasury.

Money or Currency in Use.

July I 1871

1872
"

187.3
"

1874
" 1B75
"

1876
"

1877
••

1878

Jan. I 1879
July I, 1879

1880
'•

1881.
" 1882.
"

1883.
"

1884.

Jan. I, 1885.

June I, 1885.

All Other.

$717,875,751
738,570,904
750,062,369
781,490,916

773,646,729

749,303,474
731.379.543
729,215,508
718,618,263

719,555,350
760,447,880
814,539,181
832,223,072

846,992,360
846,872,778
873,272,382

835,271.459

Gold.

$165,885,036
166,534,043
306,963,900
371,369,408
413,946,702
455.237,568
462,442,096

483,846.979
521,853,010

Total.

$884,503,299
886,089,393

1,067,411,780

1,185,908,589
1.246,169,774
1,302,229,928
I,309,3'I4,869

1,357.119.361

1,357.124,469

Official Treasury statements show the amount of paper of

various kinds outstanding prior to resumption, and these are

accepted as sufficiently accurate. No gold is reckoned as in

actual use for monetary purposes prior to January ist, 1879,

although in fact a moderate amount was so in use, both in
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the Pacific States and in Texas and along the Mexican

border. The amount, however, was neither very large, nor

did it materially change from year to year.

It is well known that the expansion in the volume of cur-

rency in 1873 was by the deliberate act of the Secretary of

the Treasury, and was intended to relieve the monetary

pressure during the panic. This accounts for most of the

increase from July, 1873, to July, 1874, namely, $31,400,000.

Thus it appears that the maximum of currency in actual

use was reached after the panic of 1873, and that there had

been a steady increase for three years. From that day the

amount of currency outside of the Treasury was diminished

every year until the first of January, 1879, when it was

scarcely greater, exclusive of gold, than on the first of July,

187 1. During this period of seven and one-half years,

therefore, there had been three full years of expansion, fol-

lowed by four and one-half years of gradual contraction.

Generally speaking, the expansion of prices continued until

about the first of July, 1872, but a reaction then began,

which it appears the continued expansion of currency was

afterwards powerless to arrest. This downward movement
in prices, both of securities and of products generally, con-

tinued until late in the year 1878, so that it terminated just

when the shrinkage in the volume of currency ceased. A
little before resumption was actually accomplished, it became

well known in the commercial world that all obstacles had

been overcome, and that there was no reasonable doubt that

gold payments would be established and maintained on the

date prescribed by law. The premium on gold disappeared

in October, 1878, and gold then began to flow into circula-

tion, even prior to the resumption of specie payments. It is

a coincidence of no inconsiderable importance that the

change in the course of prices, both of securities and pro-

ducts also, began about the end of October, 1878. Within

a few months, all the gold in the country, of which $165,-
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885,036 was in use outside of the Treasury, was added to

the active money in full circulation. No longer held as

merchandise, or as a species of money available only for

foreign trade, it circulated as freely as any other kind of

money, and entered as fully into the performance of all the

services which money renders.

As the table shows, however, the mere addition of gold

in the country January ist was not the only or even the

chief increase of the circulation after resumption. From

January ist, 1879, to July ist, 1881, a period of two and a

half years, the increase in the currency not held in the

Treasury, but in actual use by the banks and the people, was

over $300,000,000, or 34 per cent. About $206,000,000 of

this was in gold, and, as if that were not enough, legislation

unwisely added $94,000,000 of paper of various sorts and of

silver. It cannot be claimed that this increase of currency

was in any respect required by the business of the country.

In the previous review of railway traffic and of business in

various forms, it has been clearly shown that the increase m
amount of business transacted otherwise than in speculation

was not sufficient to call for any such expansion of the cir-

culating medium. In reality, a very great increase in the

volume of business might easily have occurred after the

stagnation of 1878, without the need of any additional cur-

rency in use whatever. For in 1878 a large part of the

money in circulation was unemployed. Witn greater activi-

ty in legitimate trade, money would have moved more rapidly,

performing more than twice as many operations within the

same time, and with greater confidence in commercial circles

a far greater use would have been made of the usual com-

mercial substitutes for money, which alone would have mul-

tiplied its effective power many times. But instead of this,

under the operation of the act of 1878 which prohibited the

retirement of legal tenders redeemed, and other acts which

thrust additional money of various kinds into the circulation.
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there was added from the latter part of 1878 to the first of

July, 1881, no less than 65 per cent, to the circulation.

This was inflation ; enormous inflation ; and it produced

the natural result. It expanded prices in every direction,

and stimulated speculation beyond the wildest dreams of the

boldest operators. Thus it placed at the command of a

few speculators the vast sums needed to control the entire

market for active stocks by the magnitude of their purchases

or sales, at times in complete disregard of the purchases or

sales of a whole nation. Having once exercised this power,

the operators were never content again to submit them-

selves to the public estimate of the value of securities, but

were thenceforward continually striving to manufacture

prices by the sheer weight of their operations, or, at a later

period, by shameful abuse of their powers and trusts as rail-

way managers. Thus the change in the character of the

market for securities, from a legitimate and honest to a false

and fraudulent one, is traceable primarily to the extraor-

dinary inflation after 1878.

But another effect, still more harmful to the country, was

also produced. The inflation of the circulating medium in

1879 led to an unnatural advance in the prices of commodi-

ties. This encouraged excessive trading, and over-produc-

tion of many staple articles. The upward rush of prices

also stimulated speculation in products to an extent never

before known. Boards for dealing in grain, provisions, oil,

cotton and metals were multiplied, and the rage for gambling

in prices quickly spread over the whole country. Presently,

when a tendency towards reaction appeared, the same in-

flated currency which helped operators to control the market

for securities tempted speculators into gigantic operations

for the control of other markets. One set of men tried to

buy up grain enough to control prices in Liverpool and in

this country. Another secured entire control of the cotton

market ; a third loaded up with iron which was never sold
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until the collapse in 1883 ; a fourth was seized with an am-
bition to own all the Java coffee in the world. Day by day,

these combinations grew in number and in daring, and the

markets became less-responsive to ordinary influences of de-

mand and supply. In short, the trade and industry of this

country, and to some extent of the whole world, were de-

prived of that close dependence upon actual supply and

actual demand which is the only safeguard against commer-

cial and industrial disaster.

The secondary effects were also important. Power to

manufacture prices prompted men to manufacture securi-

ties, without any regard for ordinary precautions or re-

straints. The power to manufacture securities, and to

make artificial prices for them, as an inevitable con-

sequence led to the building of railroads without regard to

public needs. In ordinary times, securities are offered to

the end that railroads may be built. But in 1881, railroads

were built to the end that securities might be offered. Thus

over-production of railroads resulted from the unnatural

facilities for the manufacture of securities, and the prices

for securities. The desire of competing roads or systems of

roads to thrust out new branches or extensions, in order to

grasp the commerce of a new country, was immensely

facilitated by the unlimited command of credit and of money,

and by the wild speculative spirit, which inflation produced.

On the other hand, unnatural prices for products check the

foreign demand, enhance the cost of production at home,

and thus disturb all trade and industry. Thus it came to

pass that the exports of staple products were checked in

1880. Thus it came to pass that the cost of living and of

production was greatly increased in that year and in 1881.

Thus, also, production of many .staple articles was stimu-

lated far beyond the needs of the country, and the subse-

quent collapse of indu.stries was rendered inevitable.

It is interesting to compare with the increase of the circu-
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lating medium other evidences of business activity—interest-

ing, but always dangerous, if one is not careful to guard

against erroneous conclusions. In noting the singular pre-

cision of correspondence at times between changes of cur-

rency and other changes observed, one is constantly tempted

to infer a closer connection of cause and effect between the

phenomena than actually exists. But it will hardly be de-

nied, in the presence of the facts, that changes of the cur-

rency do at times have a marvellous effect. Beginning with

October, 1878, and reckoning at that date not the gold in the

country, but only other forms of money as in actual use, we
find that specie resumption alone, by the addition of the

gold outside of the Treasury to the monetary supply, in-

creased the currency in use by 23.08 per cent No increase

of importance followed till July ist, but from July, 1879, to

July, 1880, there was a farther increase from 23 to 48.53 per

cent, and during the next year to 65.03 per cent., so that

for every $100 in use November ist, 1878, there were $165.03

in use July ist, 1881. Durmg this time the exchanges of

the banks outside of New York, which furnish the best

attainable measure of the volume of business transactions

throughout the country, increased as follows : 13.7 percent-

in 1879 ; 19.5 per cent, in 1880, and 18.3 per cent, in 1881,

so that, for every $100 paid through banks in 1878, $160.80

was paid in 1881.

Now let it be remembered that the stock market had the

first pick, so to speak, of all new money added to the circu-

lation. Apart from the fact that New York is the principal

monetary center, and the point at which imported gold first

enters into the circulation, the stock market was able to com-

mand of new money as large a share as it pleased. Specu-

lators in stocks could afford to pay more for money, and

with less apparent risk to lenders, than any 'other class of

borrowers, and hence took as much of it as they pleased or

could. There is reason to believe that during these two



228

"and a half years speculation absorbed a very large part of

the increase. Comparison of prices shows that, though

there was a great advance in the fall of 1879, nevertheless

the general average of prices of products was only 18.28

per cent, higher in May, 1881, than November ist, 1878.

Deducting this difference, it appears that about 40.5 per

cent, of the increase in bank exchanges was due to more

numerous transfers or to greater quantities of products

'bought and sold, and the rest to the advance in prices.

But so riotous and wild was the speculation in stocks that

the advance in the prices of active stocks during the same

time was over 200 per cent.

When speculation in stocks began to wane, and to lose

attractiveness for the public, speculation in products became

more violent, and was conducted on a broader scale than

ever. Thus in 1882, the volume of currency having risen

to $173.41 as compared with $100 in 1878, the average of

prices mounted to $134.16 in May, as compared with $100

November ist, 1878. Yet there was absolutely no increase

in the exchanges outside of New York, but the amount was

actually less by 1.6 per cent, in 1882 than in 1881. Hence

it is proper to infer that there must have been, outside of

speculation here, a smaller quantity of products transferred

from seller to buyer in 1882 than in 1881. Yet the specula-

tive sales had been of enormous magnitude, exceeding in

1882 those of any previous year. The sales of wheat at New
York rose from 475,000,000 bushels in 1881 to 647,000,000

bushels in 1882 ; the sales of corn rose from 232,000,000

bushels to 443,000,000 bushels ; the sales of oats from

63,000,000 to 150,000,000 bushels. The transactions in oil,

also, were of enormous magnitude, rising to 1,524,887,000

barrels, about 50 times the entire quantity in the country.

In the last quarter of the year alone the recorded sales were

646,909,000 barrels, while the entire production was about

one hundredth part as much.
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It was by such gigantic speculation that a large part of

the increase of currency was employed in the year 1882. For

the speculation in stocks had begun in that year to weaken,

commanding less public attention, and growing each month
more nearly confined to the professional operators. But in

1883, July ist, the volume of currency had risen to $181.21,

as compared with $100 in November, 1878. A considerable

inflation had thus occurred during the year ending July ist,

1883, and yet the prices of products had declined, and the

prices of stocks had declined, and speculative operations,

both in stocks and in products, had greatly decreased in

magnitude. Finally, during the year endmg July ist, 1884,

there was a small farther increase in the volume of the cur-

rency, namely, to $182.20 compared with $100 in 1878, and

yet by that time the collapse in the prices of stocks had

come, and there had already commenced the great decline

in the prices of products which, by December, 1884, reduced

the average to $95.61 as compared with $100 November ist,

1878.

Thus it appears that, beyond a certain point, reached in

the stock market in May, 1881, and reached in the average

prices of products in May, 1882, the inflation of the cur-

rency, though continued, ceased to have the eifect upon

prices which had been the result during the years following

specie resumption. This phenomenon has been often men-

tioned as an evidence that expansion of the circulation does

not in fact cause inflation of prices. It is hardly necessary

to call attentioQ to the fact that, in any artificially-produced

advance of prices, an end must somewhere be found, and

after it a reaction is inevitable. Within certain limits, it is

possible to force up the price of any security or product by

purely mechanical means, so to speak, just as one lifts a

building with jack-screws. But it does not follow that, as

the hight to which the building may be raised is limited only

by the length of the screws, so the hight to which prices may
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be raised is limited only by the artificial stimulus that may
be applied. Prices represent two parties, a buyer and a sel-

ler. Every advance brings nearer the point at which there

may be no one to buy. The price of wheat may be lifted

far, but if it is lifted so far, as it was in 1881, that the con-

sumers of the whole world choose to supply themselves from

other sources or to go without wheat, a reaction inevitably

follows. So it is of other products, and, though speculators

in stocks are fond of the contrary opinion, so it is also in the

market for securtties. An artificial advance may be main-

tained for a long time, particularly if its artificial character

is not discovered. But the time inevitably comes when those

who hold begin to consider whether they cannot get larger

returns for their money by selling than by continuing to hold.

Especially if, as always happens, the artificial nature of the

movement betrays itself, and investors come to understand

that the market no longer represents a deliberate judgment

as to the value of a security, but only the power of certain

speculators to command money and by sheer brute force, so

to speak, to control the market, distrust is sure to appear

without long delay. One after another the holders sell ; the

investors prefer to put their money into something else ; the

more prudent speculators begin to apprehend a collapse, and

in time those who control the market are left with the secu-

rities on their hands. Little as Wall Street likes to believe

it, this is exactly the state of things which has prevailed since

1 88 1. There has ceased to be a belief that the market is an

honest one. Precisely as a " corner " in any stock is certain

to be followed by the virtual death of the stock in a specu-

tive sense, so a "corner" in the whole market, an artificial

advance without reason or justification, accomplished only

by brute force, will inevitably end in the death of specula-

tion.

When markets get into such a state, and there are no buy-

ers because nobody who has money cares to risk it against
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marked cards and loaded dice, then inflation of the currency

can no longer produce its usual effect. This state of thing^s

was reached in the stock market, as has been shown, when

the natural reaction after the extraordinary advance was re-

sisted and arrested in 1881. From that day to this, it has

simply been a question how long the speculators holding

stocks would choose to continue a struggle with each other,

which can end only in the ruin of one or the other of the

parties engaged. The artificial character of the market for

products was in like manner disclosed, though a little later.

Since 1883 there have been few who have not understood

that it would be considerably safer to buy a ticket in a lot-

tery than to engage in speculation in the markets controlled

by the operators of Chicago, of Oil City, and of New York.

Thus the review discloses the fact that contraction of the

circulation had an important influence in producing the de-

cline in prices which culminated in 1878 ; that the vast infla-

tion of the currency which attended and followed resumption

had a most potent influence in causing the astonishing ad-

vance in prices in 1879 and in later years ; and that this

same inflation, by enabling the speculators to control the

markets by artificial means, finally prepared the way for their

decisive defeat. It might be interesting, though not wholly

pertinent to the inquiry, to consider by what change of

methods resumption might have been effected without bring-

ing with it such disastrous results. It was the original inten-

tion of those who framed, and of most of those who si)p-

ported the resumption act, that the redemption of legal

tenders should be followed by the retirement of the notes

presented and redeemed. Had this been done, had the

Secretary of the Treasury been required after the first of

January, 1879, to cancel and destroy all legal tender notes

coming intohis hands, there can be little doubt that the re-

sults of specie resumption would have been far more satis-

factory. There would have been, it is true, less enthusiasm
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in 1879 and in 1880 ; less shouting about the marvellous

progress of the country, and the wonderful improvement of

business, and the fabulous additions to the national wealth
;

but there would also have been less reason to expect the dis-

astrous reaction from which industry and trade are now
suffering. It was the intention of those who framed and

supported the resumption act, moreover, that there should

never be, as there was not at that time, any question about

the duty or intention of the government to pay the public debt

or to redeem the legal tender notes in gold coin. When the

resumption act was passed there was not in the whole country

a single wagon-load of silver dollars. Payment in silver, it

was supposed, was rendered absolutely impossible, because

the government had ceased to coin silver for many years,

because of the $8,000,000 of silver coined, from the organi-

zation of the government until 1875, nearly the whole had

gone from the country or had passed through the melting-

pot, and because the act of 1873 had formally terminated the

existence of the silver dollars as a lawful coin of the United

States. Had this state of things continued, as those who

framed the resumption act expected, a material part of the

inflation of currency which has been seen since 1879 would

have been prevented. A much more important fact is that

the public confidence in the credit of the government and

in the stability of specie payments would have remained

unshaken. The distrust of capital, which has played so

great a part in the depression of the past three years,

would not have appeared. Hence it must be concluded

that the enactment of the silver act early in 1878, and

the enactment prohibiting the retirement of legal tenders

later in the same year, essentially changed the character of

the resumption for which the act of 1875 had provided, and

brought about instead a resumption by inflation, of which

the reaction of 1881 and the collapse of 1884 were inevitable

results. It only remains to call attention to the fact that the
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seeds of subsequent disaster were plainly sown by this infla-

tion. The over-production of commodities had been stimu-

lated by false markets. The excessive building of railways

had been ensured by the sales of securities in i88o and 1881,

The market for securities had fallen into the control of

speculators to a degree not before known, and they had

manifested such power over prices that investors had begun

to look with alarm upon the operations in the street. More-

over, modes of operating had been developed, in order to

force down prices when there was no good reason for a

decline, which were afterwards used with tremendous effec-

tiveness by other speculators, and brought great loss upon

those who had first devised them and employed them to the

injury of honest investors.
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XII.

The Speculator vs. The Investor.

The speculator and the investor cannot live in the same

market. They are creatures to whom essentially different

elements are absolutely necessary, and can no more live together

than a fish can live on the land or birds can live in the sea. A
want of understanding of this difference has caused a great many

mistakes of speculators, and most of the losses of investors

The investor buys in order to get an income from his money

invested. The thought of selling at an advance never controls

him ; in fact, one may say, it never comes to the investor as

such. It is only when the investor is more or less tempted to

become for once, wholly or in part, a speculator, that he thinks

of selling at a profit. As an investor, why should he sell that

which yields to him a satisfactory return on the cost ? The

speculator, on the other hand, thinks only of selling, and not of

the income which a property may bring him while he holds it.

The anticipated profits from an advance in price so far outweigh

any possible gain from the property, as a wise investment, that

the latter consideration has no weight in his mind. Hence the

investor wants no market in which to sell, while the speculator

wants the largest possible market in which to sell. The investor

wants a steady market, if any, with as little fluctuation in prices

as possible, and that little governed by actual appreciation in the

value of property. But the speculator wants, above all

things, rapid changes in prices, and changes which the general

public will not readily foresee. To him those constant fluctua-

tions are the very breath of life, which to the investor are, above

all things, undesirable and to be dreaded.

Speculation has ruined the railroads of this country, so far as

they have been ruined. They have soundness left only because

the stocks of about one-half of them have never been active in

speculation. In the broader sense, more serious harm has been
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done to the business and industry of the country by speculation

than by any other cause. Changes in the currency have done

harm, but chiefly through stimulating or suddenly checking the

speculative spirit. In a community where no speculation exists,

comparatively little harm can be done by an increase or decrease

in the amount of money. In railroad building, also, specula-

tion has had a controlling influence. In railroad management,

it has been more powerful than all other causes to produce dis-

honesty. It has done more to cause.the wrecking of railroads,

and to bring about disastrous wars of rates, and to prompt legis-

lative interference with corporations and their rights and powers,

than all other causes.

The influence of speculation in the markets for products has

been the same. It has destroyed the relation between demand

and supply, so that production no longer has a reliable guide.

This was strikingly illustrated last year in the wheat market.

This country had over 50,000,000 bushels of wheat remaining

from the crop of 1883. Yet speculation held up the price for a

long time, relatively above the price at Liverpool, so that foreign

shipments were reduced to a minimum. There was a deliberate

attempt to control the markets of the whole world. The con-

sequence was that farmers were stimulated to produce more
spring wheat than otherwise would have been sown, and to

hold their surplus grain too long, until the markets of Europe

had been filled from other sources of supply. The curtailment

of production, which would have been desirable for the pro-

ducers and the country, did not come. With unusually large

stocks remaining over, and with a not unusual demand from

abroad, the largest crop ever known was produced. A diagram

on the opposite page shows the course of the market at New
York, week by week, during the year. The upper margin of the

shaded portion for each week corresponds with the highest

price during that week of the nearest option for No. 2 red

winter wheat, and the lowest margin with the lowest price dur-

ing that week, so that the extent of the shaded portion shows
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the range of speculation each week. Up to August 1, it is

shown that prices were sustained by the speculators as best they

could. Yet it was as certain that the supply would be far in

excess of the demand on the ist of January, or on the ist.ot

May, as it well could be. An extraordinary and almost incon-

ceivable disaster would have been necessary to prevent the supply

from exceeding by 100.000,000 bushels, or more, the wants of the

world. Then false news was carefully circulated throughout

the first half of the year, and the abundance of money enabled

speculators to buy a thousand bushels of wheat where consumers

would buy one. Consequently, when this desperate effort to

resist the course of prices over the whole civilized world came

to grief, the depression in the wheat market near the close ot

the year was the worst ever known. All over the world prices

were extraordinarily depressed by the certainty that this country

had for sale a vast quantity more than it could market, and the

price in Great Britain, as officially recorded, was the lowest that

had been known for more than a century.

In the market for securities, investors are in the place ot

consumers. They buy only what they want to keep. Hence

their purchases are limited in amount. But speculators buy or

sell enough to control the market, if they can, and to drown

legitimate dealings. If selling a little more will turn loss into

gain, a terrible disaster into a glorious triumph, will the specu-

lator hesitate ? Not if money can be had.

It is essential to see that the power of the speculator, in any

active market, whether for stocks or products, is greater than the

power of the investor or consumer. The speculator operates on

a margin, so that the amount of money which he requires is one-

tenth or even only one-twentieth of the cost of the quantity

bought or sold. There are few stocks which cannot be controlled

in this way by the purchases or sales of a single strong operator,

for investors are not of the same mind, and do not all buy or sell

at the same time. Mr. Vanderbilt was supposed in 1881 to have

$50,000,000 in government bonds, and could borrow the whole
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or any part of that amount to use as a margin in speculation.

With such resources he could have sold half the stocks dealt in

at the Stock Exchange, if it had been possible for him to bor-

row them, in par value $500,000,000 or more. No combina-

tion of investors sufficiently powerful to resist such an assault

could possibly have been formed. Eno, the defaulting bank

president, who took $2, 000, 000 that did not belong to him, stole

enough to buy more stocks of some of the largest companies in

the country than are ever for sale. There is ample proof in the

statistics of stock exchange transactions that nine-tenths of the

recorded sales are purely speculative in character, and often a

much larger share. In one sense they are mere gambling bets

on prices. In another and truer sense, the speculators are simply

playing with loaded dice against the men who own the property.

Hence it is the characteristic of a speculative market that its

fluctuations are frequent and wild. The common theory is that

speculation causes what is called ' * a large market, " and therefore

greater steadiness in price. Men want such a market who have

occasion to sell readily whenever they please. Speculators want

it, because there is more chance in such a market to create unrea-

sonable movements by panic'or by groundless rumors. Bankers

and money-lenders prefer such a market, because they think it

gives them a better chance to get back the money loaned on stock

collaterals. But it is precisely what the investor does not want.

If he gets the advantage of a more ready market in which to sell,

he must pay for it in wilder and more unreasoning fluctuations in

prices. For it is not true that the " large " speculative market

causes greater, steadiness in price. It is constantly characterized

by startling fluctuations, and by deliberate conspiracies to put

down prices and to drive out investors—conspiracies in which

the directors of the very company assailed often take a leading

part.

Experience proves that it is not true that the speculative market

is comparatively steady. In this review of prices for the last

thirteen years the quotations of active and of inactive stocks have
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been compared, and it has been seen that the range of variation

in the prices of the inactive stocks has been relatively insignifi-

cant. In the investment stocks, from lowest to highest^ during

thirteen years, the difference has been less than 47 percent. ; in the

active stocks it has been 300 percent. The same rule applies also

to the markets for products. Because flour is not as much an

object of speculation as wheat, the price of flour varies little,

though the price of the wheat of which it is made varies much.

Pig iron has become a favorite object of speculation, and there-

fore fluctuates in price far more than any manufactured product

of iron. Cotton and cotton prints are speculative products, and

therefore vary widely in price, while cotton sheetings are com-

paratively steady. Speculation lifts or depresses the price of

wool with little regard to the relations of demand or supply, while

the price of blankets or of woolen cloths remains comparatively

unchanged. All the speculative markets are subject to the con-

trol of the heaviest purse, and hence are indifferent to facts.

Such markets become interested only in the course of individu-

als. The stock market wants to know, not what this or that road

is earning, but what Gould is doing.

The power to control prices gives the temptation, and usually

the purpose. The attempt to control is made precisely because

it is supposed that without control prices would take a different

course from that desired. At the basis, therefore, it is in defi-

ance of all reasons for an advance or decline.

The speculator cannot sell, except when other people wani to

buy. He must therefore sell when others see good reason, in the

condition of properties and in the state of business, to make pur-

chases. He cannot buy except when others want to sell, and

hence he must make apparent reasons for selling, if no real

reasons exist. He knows that the investor wants to buy when he

can buy cheapest, but does not want to buy when things look

worthless, or when he thinks prices are going still lower. Ac-

cordingly, if there is promise of improvement in the general

condition of affairs or in the condition of a particular property.
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the speculator will force down prices in order to buy. If thinp^s

look badly, and real disaster to general business or to a particular

property is apprehended the speculator will force up prices in

order to sell. Thus a market so controlled becomes radically

false. Deception is its business. It is not a good market for

speculation if it is not false.

Thus it comes to pass that a large market for a particular stock

is almost inevitably a speculative market, and soon tends to

become false and fraudulent. An inactive market for a particu-

lar stock of any value, on the other hand, is a market in which

investors control and theirjudgment makes the prices. But it is

to be added that an active market for any particular stock tends

with almost irresistible power to make that stock less valuable

to investors.

An active market offers an almost irresistible temptation to

the railroad manager to speculate in stocks. He is tempted

first to " support the stock " of the roads with which he is con-

nected, and for that sort of effort misguided stockholders too

often give him warm praise. It is not long since the most success-

ful railroad manager and railroad builder in America was called,

in the Stock Exchange, "a worthless leader," and "z b^d man
to be associated with," for the reason that he never tried to sup-

port the stocks of the roads in which he was interested. But

none of his railroads are in bankruptcy, and he has never been

known to get up a war of rates in order to affect the prices of

stocks. After sustaining prices for awhile with his own means,

the manager is next tempted to support the stock with the funds

of the company. Within the past two years more than one

defalcation and more than one railroad wreck has come from

that temptation. But, having once begun to consider the

market price of the stock with the impulse of strong personal

interest, the manager is unconsciously led to shape all his con-

duct of the affairs of the corporation with an eye single to the

Stock Exchange. He is almost forced to swerve from the wisest

course for the property and to choose the wisest for speculative
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results. He becomes associated in interest and action with

those who are engaged in speculation, and depends upon them
for support in the corporation.

The consequences of this kind of management are seen,

first, in the conduct of the corporation within itself, and in its

relations to the public. There would have been little tempta-

tion to make false statements of earnings or to keep deceptive

accounts, or to conceal expenditures under the pretext of con-

struction, if managers had not been governed by speculative

considerations. There would have been little temptation to

"water" the stocks of old and long established companies, had

there been no active speculation in them. The sufficient proof is

found in the fact that the stocks which have not been objects of

speculation have in no case been thus inflated. Men manu-

facture new stocks for the purpose of selling, and for no

other purpose whatever. No investor cares to have two shares

instead of one on which to draw dividends, or to be subjected

to taxation on two shares instead of one, if the aggregate sum
to be divided is to remain the same. Nor would there have

been the same temptation to declare dividends not earned, or

to pay dividends from the proceeds of bonds sold, or to deceive

the public by fraudulent reports, or to resort to legal chicanery

in order to fortify corporations against creditors, had specula-

tion not controlled the course of managers. The fixing of

rates for temporary interest, and not with a view to permanent

usefulness to the public, and the frequency of wars of rates

between railroads, have been largely due to the same cause.

The corruption of the judiciary, the bribery of legislatures, the

contrivance of bills to affect prices, or to crush rivals, or to con-

trol the terms of competition, have been the natural result of

speculation by railway managers Its effect has been seen next

in the peaceful relations of railway companies with each other.

In the making of leases and contracts between different roads

speculation has had a powerful influence to warp the judg-

ment of railroad managers. Instead ofconsidering what course
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would be wisest for the permanent interest of a corporation,

they have considered what course would have the most speedy

and powerful effect upon speculative prices. Contracts between

railroads have many times been controlled by such considera-

tions, and railroads literally by the score have been wrecked

and landed in the bankrupt courts, because their managers in

times of hopefulness or prosperity were tempted to chose the

path which would lead to the quickest and largest rise in

stocks, rather than the path which would end in the surest and

the largest dividends to the owners.

But it is in the building of railroads that the influence ot

speculation has been most powerful, and most disastrous. In

plain truth, it has done more than all other causes put together

to cause excessive and unwise railroad building. In the five

years 1 874-1 878, during which speculation was stagnant and

scarcely any market for railroad securities could be found, only

1 1,407 miles of railroad were built in the country. As many
miles were built in a single year, after revived speculation had

•opened an unlimited market for securities. In that halcyon

time of speculation railroads by the score were created for no

other purpose than to give operators a new set of securities to

handle. Roads were built by the score as feeders or connec-

tions to secure for great corporations the traffic of Western

States, which would never have been constructed had not mana-

gers been governed rather by the immediate price of stocks

than by a regard for the permanent interest of the corporations.

It was no longer a question whether this or that branch or

extension would be of permanent benefit to the corporation

made responsible for it. It was enough, at that time, that

enormous fortunes could be quickly made by managers through

the lifting of one set of securities or the depression of another.

Hence it was that, month after month, the stocks of great cor-

. porations were advanced in the market with immense enthusi-

asm, by announcements of important additions completed or

secured, which would bring in new traffic, enormous in quantity
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and incalculable in value. Whether the new business thus

attained proved satisfactory or not, whether the great, corpora-

tion was really strengthened or wrecked by the outlay or the

increase of indebtedness, in either case the object of the

managers was attained if the securities in which they were

interested were advanced or depressed according to their wish.

The fact that new roads were not likely to pay dividends, or

even to pay interest on their bonds, was not a hindrance. In

many cases they were never meant to pay ; their managers never

expected any advantage, save through the sale of their securities

in the stock market. These were railroads created of paper, for

paper and by paper, and as to their effect upon the prosperity

of the country, the projectors and managers did not feel called

upon to take thought. There was also developed greater trickery

in the placing of new securities than had ever been practiced

before. Few of the new roads would have been built, had

investors alone been called upon to advance the money. The

methods of the investor were dropped. Careful investigation of

the prospects of proposed lines was put out of the question by

the operations in the street. Men by the score were found to

buy, not because they knew anything of the lines proposed, or

of their possible business, or of their cost, or of the competition

they would have to meet, but solely because they were informed

by " the right people " that these securities were certain to be

advanced in price. Then came the issue of other securities to

hide the burdens which old properties had assumed, or the

effects of new competition ; to cover the failure to earn divi-

dends or interest; and in many cases to provide means for the

speculative warfare by which the price of the stock was artifi-

cially advanced. Thus at every point the interests of stock-

holders were disregarded, and the interests of speculators in the

stock market were alone considered. It was an inevitable con-

sequence that the business of transportation became less profit-

able. Within three years 20,000 miles of railway were built, to

divide the business which 80,000 miles had before been doing.
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But for the speculative market, there would have been no sale

for the securities with which a considerable proportion of the

new mileage was built. Fewer roads would have been con-

structed, and many millions of the capital of the country would

not thus have been unprofitably invested, and the larger capital

previously invested in the older roads would not have been ren-

dered unprofitable by reckless competition.

For presently the building of new railroads began to take

definite shape as the most effective form of railway warfare. In

many cases, the capitalists who controlled the great corporations

were themselves interested in speculation, not only as large

holders of the securities of the roads which they directed, but

in operations for a decline in the stocks of competing roads. The
struggles between the great companies were no longer limited

and regulated by regard for the permanent interest of those

companies, but by the desire of managers to cause a speedy

advance in their own stocks, or a speedy decline in the stocks

of rival companies. Systems of roads began to fight with each

other, and if one had a new line reaching an important traffic,

others felt that it was necessary to build lines to reach the same

traffic. Thus it came to pass that in many parts of the country

there were too many railroads, and the traffic was too small to

support them all. With patience and good judgment, in many
cases, the new roads might have been so managed as to secure

in the end a fair proportion of the rapidly increasing traffic.

But the haste to force up securities, on the one hand, and the

thirst to make money by the decline of other securities, on the

other hand, led in almost every instance to ruinous competition,

in which one or both of the parties were brought to the door of

the bankrupt court. Each felt that its traffic and the sources of

its prosperity were threatened, and was disposed to resist. Thus

wars followed, and contracts to restrain competition were

broken up, and rates below the actual cost of transportation

were in many cases long maintained. The effect upon the

prosperity of' the companies, both new and old, was most
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disastrous. Presently debts were largely increased, for bonds

had been sold in order to pay the accustomed dividends.

When the sale of bonds became impossible or difficult, many
of the roads were compelled to pass dividends, or to seek

shelter from creditors in the hands of a receiver.

Finally, the facilities of a large market, and the fierceness

of this warfare by railroad building, opened the way for the

construction of parallel roads, which had no other reason for

being except the speculative or the blackmailing schemes of

individuals. Roads were built in which more than $100,000,000

was invested, for no other purpose than to break down the

prices of securities, and to enable those who had sold such

securities to reap large profits. Many of the parallel roads,

which have been so destructive to the interests of well-estab -

lished corporations, owe their existence to this motive. If there

had been no such market, if investors only had been at hand to

buy bonds and stocks, and if railroads could not have been

built unless substantial investors had found good reasons for

putting their own money into them, the history of the past

five years would have been very different. The building of the

" Nickel Plate," a road closely parallel with the Lake Shore, nearly

its entire length, was an undertaking which in ordinary times

would have had no attraction for any man of sense enough to

possess capital, and which, if undertaken, would in ordinary

times have come to grief But because bonds could be placed

without difficulty, in amounts sufficient to cover the cost of the

entire road, while those interested could make great profits by

selling the stock of the Lake Shore, men were found to under-

take the work. The West Shore road illustrates in its compli-

cated history nearly every vice of management which the

speculative fever engendered. Enormous sums were made in

the construction ; enormous sums were made in the purchase of

rights of way
;
property previously worthless was absorbed at a

fictitious value ; large sums were made by speculating for the

decHne in the securities of the New York Central, and, finally,
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when difficulty came, the management did not hesitate to

entangle the property in legal complications so ingenious that

the courts have not yet been able to evade them. One of* the

worst features of this speculative war of railroad building was

the great injury thus deliberately done to old and well-estab-

lished companies. A transportation company has no right to-

be shielded from legitimate competition, whenever it may arise

But the building of new roads during the years 1880- 1882 was

in many cases prompted by no legitimate demand. It was

intended to create a competition neither proper nor legitimate,

and those who devised such roads never hoped to get profits

for themselves or others by such competition, or by serving,

public interests. The profits for which, they hoped, in not x
(ew instances, were derived entirely fi-om the injury done by the

establishment of rival lines to the securities of old and well-

established companies. The more rich and prosperous railroads

were in those days, the more sure they were to be assailed. In

retaliation, the old companies resorted to the same weapons,

and they also pushed branches arid fostered the building ot

lines in new territory, for the purpose of grasping competitive

traffic or of destroying the business of rivals. In cases not a

few, they covered the losses, sustained in the struggle by the

issue of additional bonds, and thus continued to pay dividends

which were never earned.

So far, the sins observed for which speculation has been

responsible are rather sins of intense though unwise zeal for

the companies in which managers were interested, and for

their associates, than of treachery to their interests. But spec-

ulation also tempts managers to "many acts of bad faith and

dishonesty. In the times under consideration a great number

of branches or extensions were built only because they could

be used, first, as levers to raise or depress the prices of securities,

and second, to enrich the managers without regard to public

or corporate interests. Securities were placed on the market

and often ar prices ruinous to the corporations ultimately
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bound by them, because the managers and no one else had

opportunity to know their value. Securities of great value,

which could readily been sold in the market, were given for

property not self-supporting and of little or no value, because

dishonorable managers were thereby enabled to enrich them-

selves. New roads were projected, worthless or ruinous to the

companies made responsible for them, solely for the profits to

be made in construction companies, or in buying valuable lands

before the routes of the new roads had become known. Dis-

honest managers found profits in purchasing rights of way, in

erecting buildings, and in securing mining and other privileges.

In many cases, too, the building of new roads served as a cover

under which bonds of old corporations were issued, and while

the ruin of those corporations was thus prepared, the proceeds

were applied to the payment of dividends not earned. When
investors were led by such means to believe in the assured and

impregnable prosperity of the companies, the prices of stocks

were fraudulently advanced in time to enable the dishonest

managers to sell their own securities. In these and in a thou-

sand other ways the influence of speculation upon the manage-

ment of corporations was such as to destroy for investors the

value which their properties formerly had.

But the worst came when the managers of several railroad

companies were themselves caught in the position of speculative

sellers of their own stocks. Then they set themselves deliber-

ately to depress the prices of those stocks in order to buy the

more cheaply, or, if necessary, to wreck their railroads, and

thus to enrich themselves by the losses of investors who had

trusted them. The weapons for such a warfare lay close at

hand. Pretexts were offered by the building of new railroads

and the struggles between rival companies. Strife for new ter-

ritory had too often resulted m a competition regardless of the

interests of stockholders on both sides. In many cases this

reckless and ruinous strife was prompted or prolonged by the

private interest of managers, who saw and seized their oppor-
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tunity to profit largely through speculative sales of the stocks

of their own companies. Having then the power to continue

the struggle as long as they pleased, and to make it as desperate

and as ruinous as they pleased, they really held the stockhold-

ers by the throat. They became worse enemies than any rivals

conceivable. Thus speculative managers were found to do
more harm to the companies they controlled than any foe, and

in some cases they did more to destroy the credit of their cor-

porations than all other influences, near or remote.

This evil is not new, nor is it now discovered for the first

time. Many methods have been suggested to prevent it. It has

been proposed in some corporations to prohibit dealings in their

stocks by managers and directors, but all such provisions are

plainly useless. It is found easy to evade them,, for managers

can buy and sell through others at pleasure as long as the present

modes of issuing and holding stock prevails. Speculation by

leading stockholders often does nearly as much harm as specu-

lation by the managers themselves, especially if those stockholders

have a controlling voice in the election of managers. It has

been urged that a class of men can be elected who will not

engage in speculation ; but the fact is that stockholders do not

and will not apply that remedy. Many are largely interested in

speculative operations themselves, and desire a management for

speculative purposes. Often they are easily deceived as to the

conduct or motives of managers. Perhaps Mr. Vanderbilt has

declared more frequently and emphatically than any other rail-

road man in the country that he had nothing to do with specu-

lation, and yet for years he has been considered the greatest

speculator in Wall street In the review of prices for the past

eight years, since he came into the control of railroad property,

it has been seen that he has done more than any other railroad

manager to bring about wars of rates for personal reasons, and

thus has done more to break down the prices of the stocks ot

his own companies than any other railroad manager in the

country. If it is easy for him, with such a record, to declare
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that he never speculates and is never influenced by speculation^

and to make a great many people believe it, other railroad man-

agers who have been far less conspicuous in speculative opera-

tions, would find it more easy to play the same part with

success.

It was testified by General Devereaux and Mr. Blanchard,

before the Senate investigating committee, not long ago, that

the railroad companies had reached such a point that they abso-

lutely needed the protection of government against themselves.

What they really need, on the contrary, is protection against

speculation by their managers and their principal stockholders.

It is not to be expected that those who now control railroads for

speculative purposes, and who use their opportunities to enrich

themselves at the expense of stockholders, will favor legislation

to bring about any such reform. It must be brought about, if

at all, by the real investors in securities of this country. For it

has come to this : If the investor does not take measures to

cripple the influence of American speculation, it is certain that

speculation will soon destroy the value of American investments.

All the great evils that have afflicted the railroad system of this

country have come from striving to make ownership in American

corporations not only transferable, but so readily transferable

that many corporations can hardly be said to have any perma-

nent owners In order to remove the evils which have brought

the whole railroad system into great danger, if not to the very

verge of bankruptcy, it is necessary to eff"ect a reform in the

opposite direction It is necessary to make such changes that

the railroads shall have a body of permanent owners for a great

part of their stocks and shall be entirely controlled by those

owners, with the least possible dependence on speculation.

It would be possible for corporations themselves to take such

steps as to prevent, in a great measure, the lending of their stock

by holders, and particularly by officers and directors. If specu-

lators cannot borrow the stocks of a company they cannot eff"ect-

ively assail the price Vjy speculative sales. It is rarely by the use
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of the floating stock in the market that successful attacks are

made upon the stock of corporations ; on the contrary, in nearly

all cases, great blocks of stocks belonging to managers and the

principal stockholders are freely loaned, in the belief that it is in

the long run easier to support prices by encouraging speculative

sales, and more advantageous to those interested, to have a large

market in which to operate. This feeling, co-operating with the

personal interest of large holders to get what they can for the use

of their stocks, would doubdess make it impossible to secure the

adoption of effective rules by many of the great corporations to

prevent the loaning of stocks. It would be possible to reach the

same end, at least in a measure, by legislative enactment. In

more than one of the States it has already been held that con-

tracts to deliver property which the seller did not own were

contrary to public policy, and such contracts have been forbidden

by law. It would be possible to go a step further, and to require

that stocks should be so held and so registered that the lending of

them for speculative purposes could be detected, and should con-

istitutc a bar to the right of holders to occupy any official position

or to vote in the companies, or even to receive dividends. But

neither these nor any other regulations, however stringent,

would be of avail in respect to the stocks of those companies

which pay no dividends, and in which there is no contest over

the election of officers. Many of the large railway companies

in this country, unhappily, are of that class.

After all, the investor has in his own hands the only complete

remedy. If he chooses, he can get out and stay out of any

stock which' becomes active in the market. No other line of

distinction is effective. As soon as the investor finds that

other stockholders, whether connected with the management or

not, are making the stock active in speculation, he may be very

sure that the management of the company will not long be for

the interest of its real owners. Whether they deliberately intend

it or not, those who control its management will presently be^in

10 direct all the operations of the company with a view rather
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to daily fluctuations in prices than to its 'permanent interests.

When that sort of thing begins, it is fair warning to an investor

that it is time for him to sell. If he pleases not to regard the

warning, he has only himself to thank if his attention is next

called to the matter by an invitation to defend his rights in

proceedings for foreclosure.

American securities ought to be the best in the world, and the

most widely sought. The rapid settlement and growth of the

country supply a solid basis for continued advance in pros-

perity such as no other great country has. The enterprise and

thrift of the people, their rapid advance in useful arts and in

wealth, their high degree of industrial independence, their unsur-

passed freedom from danger of foreign invasion or of costly

foreign war, their marvelous inventive power and their liberal

institutions which open to every man opportunity to aid in

the development of the country and to share in the rewards of

such effort, ought to make the securities which represent the

industrial operations of such a country the choicest and most

desirable to be found on earth. They would be if the Ameri-

can nation would insist that common honesty should prevail

in financial dealings. But it is the well-known fact that A mer-

ican securities are not thus in favor.

The American people have not insisted that common honesty

should prevail in the dealings of the Government and the States

with the corporations. Yet it is but just to say that the com-

plaints have thus far been more theoretical than practical. The

Granger laws were clearly contrary to sound policy, and con-

trary to strict justice. The government had no moral right to

put a new construction on the franchises granted to corporations

to its own advantage and to the disadvantage of investors, long

after the fixed investments of money amounting to thousands of

millions had enriched the States and the people beyond all hope

or calculation. Yet the great prosperity which the best roads in

the Granger States have enjoyed, notwithstanding the restraints

imposed by the laws, go far to prove that the laws finally enacted,
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however vicious in principle, did not work great practical injustice

to the companies as respects the rates they were permitted to

charge. At the outset it was thought that these laws were only

one step removed from confiscation. But the Illinois Cen-

tral, the Chicago and Northwestern and the Chicago and St. Paul

still appear by no means worthless to their owners. The treat-

ment of Pacific railroads by the 'Government was, to say the

least, straining to the utmost the rights of the Government

against companies which would never have overcome the fearful

difficulties of their undertaking, and conferred upon the nation

and the people the incalculable benefits of speedy rail connection

between the Atlantic and the Pacific, had the compact between

the Government and the builders been construed at the outset

as it is now. Yet it is but just to say that those roads have

earned enormous sums for their owners, and would be singu-

larly profitable and valuable now if they had been always pru-

dently managed, and if government had not unwisely impaired

the value of their franchises by too rapidly encouraging the com-

pletion of competing lines.

Honesty is clearly needed in the treatment of corporations by

the people, and of the people by corporations. Honesty is needed

in the courts, and has been conspicuously lacking in the action of

some courts within the range of speculative influence. Perhaps

nothing has done more to make American securities less valuable

abroad than the shameful conduct of some of the courts where

judges have appeared to be virtually owned by dishonest specu-

lators. Honesty is especially needed in the management of

railroads and in the relations between the corporations and their

officials and chief stockholders. But, human nature being

what it is, honesty cannot be expected while the influence of

unrestrained speculation is tolerated. Unless that can be

changed, either by voluntary corporate action or by legislative

regulations in a measure controlling the conduct of corpora-

tions, it will be long before American negotiable securities will

attain the value which they ought to have.
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XIII.

Real Estate Mortgages.

Thus far in this survey, attention has been confined to

•securities which are commotily called negotiable. But these

are not the only investments known in this country, nor are

they the only securities which possess the quality of ne-

gotiability. We may pass by the many varieties of stocks or

shares in. trust companies, gas or insurance companies, min-

ing companies, and associations for various purposes, which

represent in the aggregate the investment of a large amount

of money, but do not appear to call for especial investigation.

But there remains one large class of securities, which is in

some respects more important than any other. Real estate

mortgages are not only negotiable, but are very commonly
transferred, and they represent in the aggregate an enormous

investment of money. But the stocks and bonds of corpora-

tions, and the bonds of local. State and National govern-

ments, possess in a higher degree the quality of ready

negotiability, and owe part of their value to that fact.

Though a good real estate mortgage for a reasonable

amount is one of the safest forms of security, such a mort-

gage bearing 6 per cent interest does not command so high

a price as a bond or stock offering the same return, because

the bond or stock can be more readily turned into cash at

the will of the holder.

As respects the degree of security afforded, the real estate

mortgage ranks at least as high as any other kind of invest-

ment. Land anywhere in this country is likely to appreciate

in value. Its gradual absorption for industrial or other uses

ensures a continually increasing demand as population and

business enlarge. The proximity of capital invested on

other land, the improvement in means of communication

and transportation, the advance in condition of society, the
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enlargement of opportunities for business or industrial

establishments, and perhaps even more the improvement in

schools, local governments, and religious and benevolent

establishments, all tend to render land within the reach of

such improvements more valuable. But for a long term of

years, unproductive property may remain without an im-

mediate demand, and hence may have merely a nominal

value. If the land is productive, however, either directly,

by means of mining or agriculture, or indirectly as the site

of residence, trading or industrial structures, and if it thus

yields a regular income, it becomes a peculiarly good secur-

ity for an amount which can be computed with some cer-

tainty from its productiveness. If it is mining property,

it is affected by the uncertainty of mining operations, and if

it is devoted to mercantile or manufacturing uses, it is

affected, at least in some degree, by the uncertainties and

fluctuations in those branches of industry. But if the land

is cultivated in farms, its productiveness is as certain as the

recurrence of seed-time and harvest, and in the long run de-

pends only on the fertility of the soil Hence for many

years mortgages on productive farms have been justly re-

garded as in many respects the most desirable of all forms

of investment.

Of the amount of such mortgages at any time outstand-

ing no records are attainable. In some of the States, it is true,

records are preserved of the new mortgages recorded and

of the old mortgages released or cancelled each year, but

these only enable the inquirer to form some approximate

idea of the aggregate amount of mortgages that may at any

time be in force. Thus in the State of Ohio, where records

of this kind have been compiled with more or less accuracy

for a quarter of a century, it still remains quite impossible to

determine with precision what amount of indebtedness is

represented by mortgages yet unsatisfied. Prior to i868»
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the records in that State did not give the amount of mort-

gages cancelled each year, and for some years after that date

the record of mortgages released was so far imperfect that

an accurate statement is impossible. Nevertheless, upon

comparison of the records in Ohio since 1870, it may be in-

ferred that about 1 1 per cent of the taxable values of all real

estate, exclusive of railroads, changes hands every year, and

that mortgages are filed each year representing about 6 per

cent of the taxable value. The proportion of mortgages re-

leased to mortgages recorded has never risen above 75 per

cent., and for a term of eleven years it appears that mort-

gages covering $634,589,573 were recorded, while mortgages

covering only $362,914,793 were released. Making full

allowance for the probable greater inaccuracy of the record

of releases for the earlier years, it is safe to say that at least

one-third of the money secured by mortgage during all this

period appears on the record to remain still so secured, in

amount more than $210,000,000. Roughly speaking, mort-

gages are recorded in that State each year for about 6 per

cent, of the taxable value of all real estate, and mortgages are

released for about 4 per cent., leaving an increase in the

mortgage indebtedness averaging about 2 per cent, yearly.

This is something less than the increase during the same

period in the assessed value of real estate for taxation. At

the beginning of that period, the assessed value was about

$700,000,000, and at the end of that period, excluding rail-

way property, it was about $1,000,000,000. But any reasoning

based upon the supposition that the course of things in other

States has been the same as in Ohio might be altogether

erroneous. That State has been peculiarly fortunate in its

industrial development, and in its growth in population and

wealth, and, on the other hand, it has changed in its indus-

trial character much more than most of the Western States.

It is possible, indeed, there is some reason to think, that a

larger proportion of old mortgages has been extinguished in
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the great farming States of the West, in which there has been

less development of manufacture and mining, and relatively-

less growth of cities and towns, than in Ohio. On the other

hand, in some of the old Eastern States mortgages are

known to be outstanding, which have remained unsatisfied

and undisturbed as permanent investments for 80 or loo

years, and the number of such mortgages can only be con-

jectured. Probably they are much more numerous in the

older Eastern States than in the West.

If it be supposed, however, that one-tenth of all the real

estate in the country changes hands yearly, and that the

proportion of mortgages given is not less than one-half of

the value of such real estate transfers, it would appear that

the new mortgages created on this account alone must ex-

ceed $1,000,000,000 yearly. For, according to the estimate

given in the census volume on wealth and taxation, the

value of real estate in the country exclusive of railroad

property is about |2o,ooo,ooo,ooo. Next, if it be supposed

that a third of all this property is constantly under mort-

gages of a more permanent kind, amounting to 60 per cent,

of its value, the amount of money represented by such in-

vestments would not be less than $4,000,000,000. In any

case, it seems probable that a larger amount of money is

represented by outstanding real estate mortgages than by

any other one form of investment in the country.

Concerning the rate of interest paid on such loans, the

lack of accurate records is very embarrassing. It is known,

however, that there has been a gradual decrease during the

past fifteen years, in correspondence with the reduction in

the rate of interest demanded for money in other invest-

ments. The rate of interest varies widely in the different

States, but an approximate idea of the average paid may be

obtained from the results of an investigation by a committee

of the Connecticut Legislature, six years ago, in which the

mortgage investments of eight of the great insurance com-
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panics were carefully compared. Four of these companies

were lending on mortgages almost exclusively (90 per cent.)

at the West, and the others were lending on mortgages ex-

clusively at the East. It was officially reported that the

interest actually paid on all these loans, amounting in the

aggregate to about $147,000,000, for each of four consecu-

tive years, was as follows :

1875- 1876. 1877. 1878.

8.2 7-8
6.Q fi-

c

7-1

6.4

8.2

Kfistcrn loans *' -t 6.1

Average of all per cent 7-55 7-15 6 75 7-15

It should be remembered that the years covered by this

investigation were years of extraordinary depression and

disaster, during which the failures became more numerous

than ever before. If in such a period, and even in the worst

of these years, the interest actually paid to the great com-

panies averaged over 7 per cent at the West and over 6 per

cent at the East on the entire amount invested by them on

mortgage loans, it will be readily understood that the average

returns for any term of years, including a period of pros-

perity as well as a period of adversity, would be found much

more favorable. In fact, it afterwards became known that

one of the important companies referred to in the report of

the committee, the Connecticut Mutual Life, which had been

compelled to take upon foreclosure a considerable amount

of real estate at the West upon which in that time of ex-

traordinary depression it could not realize the full amount

loaned, actually sold the same property within two years

after at a clear profit of 13 per cent

About the same time, investigations called out testimony

from a great number of agents, who had been engaged for

many years in placing loans mainly at the West. They gave,

mainly under oath, full details of the results of such loans
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made, exceeding in the aggregate $97,000,000, and showed

that foreclosure proceedings had been commenced on loans

embracing less than i per cent, of the entire amount of money
thus loaned. During all that time the interest and the

principal had been paid on 99 per cent, of the loans without

resort to foreclosure proceedings. It appeared from their

testimony, also, that in the aggregate the lenders had actually

recovered more than the amount loaned, even in the cases

where foreclosure proceedings became necessary. In most

cases, the agents themselves, knowing the value of the

property upon which they had recommended the loans, pre-

ferred to pay the amount and to take the property as their

own, afterwards selling it at a considerable profit. The
aggregate rate of interest paid on all the money thus in-

vested was in excess of 8 per cent. This is evidence, it is

true, only as to the result of investments in Western mort-

gages, and during a period v/hen the average rate of interest

was somewhat higher than it has been since. Nevertheless,

with ample allowance for the change in the current rate of in-

terest, which in some of the States has been recognized by a

change in the laws, it is clearly apparent that the average rate

actually paid on money secured by mortgages in this country

must still be considerably in excess of 6 per cent.

This rate is to be compared, not with the rate nominally

paid upon securities which sell at a price above par, but with

the rate of interest upon the market value of such securities.

Thus the dividends returned on National bank stocks for the

year 1884 averaged 6.5 per cent. But it has been seen that

the average price of bank stocks of New York and Boston at

the lowest point in 1884 was 147.61, and upon that price the

interest paid would be only about 4.4 per cent. The average

paid on the investment stocks quoted in tables of prices was

7.72 per cent, in 1884, but the lowest average of the prices

of those stocks during that year was 133.49, and on that price

the dividends paid averaged only 5.78 per cent. The census
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of 1880 gave a more complete account of the outstanding

railroad bonds than has been anywhere else obtainable, and

it was there estimated that the average rate of interest paid

on the bonded debt of railroads was then about 5.36 per

cent. But the average price of railroad bonds quoted, in-

cluding securities representing many of the most important

roads, was in that year 1 15.62, as has been shown in chapter IX,

and upon that price the rate of interest paid would average

only 4.3 per cent. The latest dividends paid on fifty manu-
facturing stocks which are quoted in the tables of prices,

namely, the dividends for the first half of 1885, averaged

5.49 per cent, on the par value. But the average price of the

same stocks was 113.04, and the dividends paid averaged

upon that price only 4.85 per cent. The average dividends

paid on the active railroad stocks for the first half of 1875

were only 2.08 per cent, on the par value, but the average

market price of the same stocks, January ist, was 45.64, and

the average interest on that price was only 4.57 per cent.

Although the nominal rate of interest on bonds of States and

cities averaged in the census year 6.17 per cent., and the

market price of those quoted for that year was 96.90, never-

theless it is a fact to investors unhappily well known that an

unusually large proportion of securities of this class have

been entirely repudiated, or are in chronic default. In esti-

mating the actual return upon money inve.sted, it would be

necessary to deduct on account of the non-paying or the

repudiated bonds, and such an allowance would reduce the

actual returns on municipal and State bonds considerably

below 6 per cent. Finally, the rate of interest obtainable on

government bonds is now only about 3 per cent, on their

market price. Thus it appears that real estate mortgages,

even in the later years since the average rate of interest has

been somewhat reduced, return on the whole a higher rate

of interest to the investor than any other class of securities

sufficiently important to be separately considered here.
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Were it possible also to make an accurate comparison of

the proportion of securities in each class upon which no re-

turns to the investor were obtained, but which involved

actual loss of principal as well as of interest, the contrast

would be most striking. Beyond a doubt, the proportion of

railway defaults has very far exceeded i per cent of the

amount invested. The railroads defaulting during the four

years ending with 1875, it will be remembered, were shown to

have outstanding $835,000,000 in bonds, or 45.5 percent, of

the entire amount of railway bonds outstanding at the be-

ginning of that period, and $626,000,000 in stocks, or 32.1

per cent, of the entire amount of railway stocks issued at the

beginning of that period. It has been shown, moreover,

tliat the foreclosures within the last thirteen years have

affected more than 50 per cent, of the entire capital invested

in railroads at the beginning of that period, and more than

27 per cent, of the entire capital invested at the end of that

period. The failures in manufacturing, also, have unques-

tionably far exceeded i per cent, on the capital invested, the

proportion which it appears that the loans upon which fore-

closure was required bore to the entire amount of loans

reported on real estate mortgages. Even among the Na-

tional banks, justly regarded as of all corporations nearly

the safest and soundest, shareholders have been obliged

within the past twenty-one years to pay assessments amount-

ing to $8,901,750, an average of over 1.7 per cent, on the

entire capital of all National banks even at this time, when

their aggregate capital is larger than ever before, and be-

sides this the stockholders of the banks that have failed

have been obliged to bear the loss of a very large propor-

tion of the capital invested. In only three banks in New
York City, during the year 1884 alone, the loss to stock-

holders amounted to $5,700,000, more than i per cent, on

the capital stock of all the National banks in the country.

Judged by these tests, the investments in real estate mort-
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gages must be reckoned by tar the safest, as well as alto-

gether the most profitable, of all the forms of investment

which have been considered.

The main objections to securities of this class are that

they are not readily negotiable, and that delay occurs in re-

covering the money invested when the lender is obliged to

resort to legal proceedings. As to these objections, it is

pertinent to consider, first, that if the necessity of resorting

to legal proceedings arises more rarely in loans upon such

securities than in other forms of investment, the inevitable

delay of such proceedings must be reckoned to the advan-

tage of the investment on real estate mortgages. But again,

it has been found in the survey of other securities that a

high degree of ready negotiability appears to bring with it

as an inseparable consequence the uncertainty, the wide

fluctuations, and the dependence upon an unreal and fraudu-

lent market which result from the prevalence of speculation.

In proportion as securities are beyond the reach of specula-

tive influence, and consequently lacking in ready negotiabil-

ity, they are found steady in price and reliable for investors.

It would be of poor service, either to the investors or to

those engaged in the negotiation of mortgage loans, if by

the establishment of any board or exchange, speculators

could get opportunity to attack and to cry down the credit

of individual borrowers, or of agencies or bankers by whom
mortgage loans have been guaranteed, as they have been

enabled to break down the credit of great corporations

within the past ten years.

But the difficulties observed might be fully overcome

without subjecting real estate mortgages to speculative at-

tacks, or to the mischievous influence of a speculative market.

It is possible to render such mortgages negotiable to almost

any extent that may be desirable. Much has been done

already in this direction, by the establishment of well-known

and responsible agencies, whose guarantee of the soundness
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of a title and" the safety of an investment is of unquestioned

value. Such firms and companies are already engaged in

transacting a large business, and, notwithstanding the pay-

ment of a considerable proportion of its debts by the West

to the East within the past few years, they still find ample

opportunity to invest money at most favorable rates and with

good security. But the great change requisite is in the laws

governing the record, the ascertainment, ?nd the transfer

of titles to real estate, and the enforcement of liens upon

such property. In this respect a reform is exceedingly im-

portant, not only because of the great benefits which it would

confer upon those investing money on real estate mortgages,

but for other and broader reasons.

Regarding first the legal provisions for the enforcement

of mortgages, there has been much change within the past

ten years, and it must be said with regret, the change has

not been in all States for the best interest of the people, or

consistent with a strict regard for honesty in dealings. In

Indiana, for example, some years ago, as if for the express

purpose of making it hard for real estate owners or buyers

in that State to borrow money, a law was passed subjecting

non-resident holders of mortgages to most unjust and in-

excusable embarrassments in the enforcement of their claims.

If it had been the object of the Legislature to deprive the

energetic and enterprising young men of the State of the

same opportunity to acquire property which they could en-

joy in other States, and so to drive them to seek homes else-

where, if it had been the object to deprive land-owners of

all chance of borrowing, except in such scanty and limited

money market as the Hoosier State possessed, and to dimin-

ish to the utmost of its power the demand for the purchase

of real estate in Indiana, shrewder steps to that end could

hardly have been devised. But in other States, creditable

changes in the law regarding mortgages and their enforce-

ment have been made within the past few years, and in many
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others the long established laws, which still remain un-

changed, are as fair to creditors and as just as could be

desired. The scope and limits of this work do not permit a

detailed account of the legal provisions of different States

bearing upon this form of investment. Nor would most in-

vestors be enabled by such a review to avoid the assistance

of a lawyer or agent. The only wise course, for those medi-

tating such investments, who have not at hand men of legal

talent, experienced in these inquiries, is to invest through a

house or company of established reputation for ability and

integrity. The names of such agencies can be readily ascer-

tained, and they make it their duty to be constantly prepared

to advise the investor, not only as to the laws of the different

States which affect the enforcement of such claims, but as to

the responsibility of the borrower and the productive value

of the property upon which a loan can be placed. Such

houses have been long in the business, and yet can truthfully

boast that no investor has lost a single dollar through loans

made upon their recommendation.

The changes requisite to render real estate mortgages as

readily negotiable as other securities, are also important, as

has been said, for reasons of public policy. It is a matter of

great National importance to facilitate as far as possible the

acquisition of land, and especially of homes, by the people.

But the laws now render every step in the process unneces-

sarily costly and slow. If a man could buy a house and lot,

or a small farm, whenever he could get together a reason-

able part of the purchase money, as quickly and with as

little expense as he can buy a cargo of grain, or shares in a

railroad or mine, the number of those who would own houses

and farms would soon be much increased. But now the

buyer and seller are separated by greater obstacles than are

tolerated in any other branch of modern trade. The title of

the property must be searched, an operation requiring both

much delay and much expense. Then the same process
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must be repeated, before a lender can be found to advance

part of the purchase money, and finally the drawing of the

deeds and mortgages and the recording of them take time

and money. With $200 in cash, a man can buy $2,000

worth of any railroad or mine without losing an hour's work,

and while he has both the money in hand and the prudent

purpose to provide for his family. But with $500 in cash he

cannot buy a house worth $1,000 without waiting weeks,

spending much of his time, and spending at least a part of a

year's interest in fees and costs. There is not a grain of

sense in all this, nor is reform in this matter opposed, as

might be expected, mainly out of stupid attachment to old

customs. The opposition to it comes chiefly from the legal

gentlemen, who would soon find a large part of their occu-

pation gone if this practical nation should ever apply its

practical common sense to a reform in the system of land

titles and their transfers. This country, where laws are

made by the people and for the people, ought surely to be

ashamed that such a reform has been long delayed. It is

strange that here any abuse is tolerated which hinders the

acquisition of real estate for a home or for productive uses

by any individual. With simpler laws regarding real estate

titles, there would be a far larger demand for real estate

mortgages, because there would be a far greater number of

purchases of property. The title deeds to all property might

be made to bear in themselves official certificates of the title

and of every mortgage thereon, so that no mortgage could

be placed on. any property without being at the same time

officially recorded on the title by a proper officer, readily

accessible to all persons within a certain taxing district. At

the same time, the mortgage could be so drawn as to secure

prompt enforcement of the lien, and transfer of complete

title to the property, in event of the failure of the borrower

to perform his obligation, or to take within a requirec] time

the necessary steps to have the property legally sold for his

I
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benefit. And meanwhile, the mortgage could be so drawn as

to be transferred just as a railroad bond is transferred from

one person to another on the payment of its cost. In all this

arrangement there would be not much room for legal gentle-

njen and officials to get fees, and for that reason they are

not in haste to promote any such reforms.

Closing Considerations.

The review of American investments may fitly close with

a few considerations of a general character. In no other

country on earth, it is safe to say, are so many opportunities

of genuine investment offered to those who seek sure and

large returns. But unhappily the tendency of the age has

been to multiply the means of gambling rather than the

means of investing. For the past ten years, especially, the

changes in the modes of doing business, in the organization

and conduct of exchanges and boards, in the management of

banks, in the habits of money-lenders, have all tended to

magnify the mischievous influence of speculation, and to

embarrass the patient and thrifty investor. Their tendency

has clearly been to make the value of many investments,

even the best, depend upon the success of speculation, even

the wildest. Everything has been done to increase the

power of the speculator over the markets, over the reserves

of capital, over the current rate of interest, over the banks,

over the organizations for transportation, and over the

channels of public information. Nothing has been done

to defend the investor. Even the courts have ceased, in a

great measure, to be his citadel of defense, for the intoler-

able delay in legal proceedings, and the opportunities which

decisions have given for successful resort to legal trickery,

have made it well-nigh impossible to enforce against a great

corporation, even a first mortgage bond, without first effect-

ing some compromise with everybody else having any claim

upon the property, and particularly with the most unscrupu-
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lous speculators who happen to hold any of its stock. Year
by year, for a long time past, the security of the investor has

been whittled away, in order to give larger opportunities to

the gambler in stocks. These changes are not for the public

good. They do not tend to encourage economy, thrift,

and saving by the people, and hence do not tend to increase

the accumulation of resources by which the industries of the

future may be sustained. It is not possible to say how far

these changes, and the effect they have already had upon

the savings of the people and upon the disposition of the

people to save, have contributed to cause the serious com-

mercial and industrial disasters of the past two years.

It is not the aim of this inquiry to enable anybody to fore-

cast the future of speculation. It may be seriously ques-

tioned whether, with a market fully under the control of

those who make prices regardless of legitimate considera-

tions, a knowledge of the facts which ought to govern the

prices of securities may not be a gift more fatal than the

Greek horse to the sons of Troy. Even now, as these clos-

ing chapters are written (in July, 1885,) there is in progress

a sudden upward movement that has no discoverable justifi-

cation ; either in the general condition of industry, which is

rendered peculiarly disheartening by many strikes at a time

when a large proportion of the manufacturing establishments

are closed because they make no profit ; or in the stagnation

of business, which is so great that idle money has accumu-

lated in the vaults of New York banks to the amount of

$160,000,000 ; or in the prospect with regard to silver, for

New York bankers have just consented to avoid accepting

payment of government balances in standard silver or in

silver certificates by lending the government the gold on the

fractional silver which has been rejected from circulation as

useless ; or in the prospects of the wheat crop, which seems

to be 140,000,000 bushels less than that of 1884, when stocks

were no higher at this date than they are now ; nor in the



266

condition of the transporting business, which is so depressed

that freight room for millions of bushels of grain to Buffalo

is offered at Chicago without takers at one cent per bushel,

and even at Duluth at the same price.

The pretext for the advance in prices is that Mr. Vander-

bilt is believed to have secured control of the West Shore,

and to have sold out both his own interest and his associates'

in the Beech Creek and South Pennsylvania undertakings.

How these transactions, if they have occurred, are to benefit

the trunk lines, inasmuch as there will still be the same

number of roads from Chicago as there is now, to compete

with lake transportation at one cent a bushel, it is not easy

to see, unless one believes that the low rates have been

arbitrarily caused and without any decency maintained by

Mr Vanderbilt alone, in order to force the owners of the

West Shore property to surrender it. If this is believed, it

follows that Mr. Vanderbilt is a man with whom it is safe

not to be associated in any enterprise whatever, and that his

stocks must be particularly good to sell, and if this is not to

be believed, it follows that the pending negotiation may not

have the assent of the Baltimore & Ohio or of the Erie, and

so may not terminate the war of rates. Nor does it appear,

if all the reports are correct, how the far-off railroads in the

West or South can be affected in any way by the success of

pending negotiations. In plain terms, the advance in prices

is another artificial movement, with which the public has

nothing to do, and which has no basis in any change in the

condition or prospects of railroad stocks generally. Yet it

has gone far enough already to wreck the hopes of many a

gambler in stocks, who had sold property that did not be-

long to him, relying upon the control of prices by those

general conditions which would control a free and honest

market.

But if the course of such a market, from week to week, or

from month to month, cannot be anticipated with the aid of
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human reason, it still is possible to infer that the prevailing

tendency of the market for speculative securities will be to-

ward still lower prices, until important changes have takenv

place. The settlement of controversies between the rail-

roads, on some plan which has not, like the old pooling sys-

tem, been tried and found wanting, is one thing needful. If

the railroads can agree upon a permanent council of arbitra-

tion, and then, by formal contracts which could be enforced

in court, can bind themselves to abide by its decisions, that

might afford relief for a time. But it would take the market

out of the control of speculating railroad managers, and'

when they consent to such a change their stockholders will'

have a cause for devout thankfulness which is now lacking,
.

The settlement of the silver question is an essential pre-

liminary to any lasting improvement, either in speculative

securities or in the value of investments. There are many
who indulge the hope that, although silver payments would

ultimately involve great disaster, they would have at first the

effect of inflation. The value of currency would depreciate,

they reason, and therefore, the nominal prices of things,

which ought to be higher measured in silver dollars than in

gold dollars, would advance. Thus, they hope, a magnificent

"boom" of speculative enthusiasm, as brilliant as that of

1879, if even less enduring, would bring unspeakable com-

fort to those who have on hand property which cost them

more than they now can get for it.

This reasoning has some force, and there, is a possibility

that it might prove correct. The result would depend on

the temper of public opinion with regard to the change. If

at the outset it arouses no apprehension, and leads to no

vigorous measures by the banks to save themselves, or to no

withdrawal of money from the banks by depositors in order

to make sure of the gold that belongs to them, then indeed

the first effect, would be to add silver gradually to the cur-

rency in use, without an equal loss of gold withdrawn from
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use. If no difference appears in the market price oi' gold

for a time, the combined influence of actual inflation and of

speculative hopefulness would doubtless cause an advance in

prices, more or less short-lived, but possibly great while it

lasts. But the chief difficulty is that the silver business has

been discussed for years, and intelligent men well know what

to expect if silver payments once begin. It is exceedingly

•doubtful whether in this state of things any season of enthu-

siastic hopefulness could be produced. There seems to be

more probability, to say the least, that substantial men, who
have money in the banks, either because they have not been

willing to buy things with gold when they may ultimately get

only silver for them, or because they require gold in their

foreign or other operations, will begin to protect themselves

by drawing it out, even before the actual payments in silver

begin. In that case the banks will be forced to decide

quickly whether they will protect their depositors and them-

selves or not. If they promptly open two accounts, in gold

and silver separately, the expected "boom " will never come.

But if, on the other hand, they temporize, and try to help on

the inflation, there is at least a possibility that the panic

caused by withdrawal of gold from their vaults may be as

severe as any the country has seen.

The interest of all genuine investors in this matter is clear.

They have nothing to gain by taking the gamblers' chances

of a temporary advance in price. It is their part to resist

with all their power the debasement of the currency, and the

demonetization of gold which would follow. For the con-

sequences of such a change would be so disastrous, both for

producers and for investors, that no conceivable benefits

arising from a temporary advance, could one be secured,

would outweigh them.

Were the silver question out of the way, and were the rail-

road problem settled, there would still be some uncertainty

regarding the action of Congress next winter on other ques-
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tions. But there is no possibility that the silver question can

be got out of the way before the meeting of Congress. The
prospects of any lasting improvement before next winter,

therefore, do not seem bright. Nor will it be forgotten, by

those who have followed the review of the past thirteen years,

that the decline in prices has not yet continued long enough

or been great enough to correspond with the decline from

1872 to 1878, or with the advance from 1878 to 1881. This

is hardly a sufficient reason for believing that a further de-

cline must take place, and that one or two years more of

depression must be endured, before any solid improvement

can begin. But it is at least a reason for regarding with

caution the confident assurances which are heard every day,

that "the tide has turned at last," and that "the country

has started on another grand movement, upward and on-

ward." Everybody will rejoice if these predictions prove

true. But it would be safer for investors to buy only the

soundest securities, and to prefer investments as far as pos-

sible removed from speculation, until the signs of approach-

ing improvement are more clear. In 1877, it may be remem-

bered, both speculation and manufactures started off with

boundless hope, only to be plunged into deeper gulfs of

despair and disaster a year later. It would have been better

for many, and probably for all, if no upward start had been

made until things were ready for it.

But so it is often in this country, where a consciousness of

boundless resources, and a past history of unexampled

growth and progress, seem to prepare the mind for seasons

of the most riotous extravagance of hopefulness. It is easy

to infer from experience that, as what were thought the wild-

est impossibilities have often come to pass, so nothing can

be too wild or impossible to be realized in America. The
one danger, to which legitimate business and genuine inves-

tors are always exposed in this country, is the destructive

predominance of a speculative spirit which everything in the
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country combines to stimulate to the utmost. Yet he who
can prudently avoid the unreasoning hopes of speculation,

and its destructive influence upon business, can find in this

country more profitable and safer investments than in any

other land under the sun.

';^^^-^^m
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The following tables give quotations for the year 1884 of

all stocks of which quotations can also be obtained for 1878,

with about 20 which were first quoted between 1878 and

1 88 1, These are of three classes. The more active stocks

in speculation, numbering 60, are quoted in Table No. i.

Of these, 40 were quoted in 1878, and 20 (of which separate

mention is made as " new stocks ") have become known
since that day. Quotations of the third class, embracing 40

investment stocks, are given in Table No. 2.

The quotations in Table No. i show, except where it is

otherwise specified, the latest recorded sales on the dates

named, or, if no sales were made on that date, the nearest

in point of time, with preference for the latest preceding

sales where two of equal distance occurred. In some cases

where no sales were made for a considerable time, while the

tone of the market had changed, the price bid is given

instead of the latest previous sale, or, in the absence of any

bid, the price at which stock was offered. Where the price

bid or offered is given, in place of the latest previous sale,

as representing more nearly the actual state of the market,

the letters " b " or " o " designate such quotations. But

wherever recent sales were recorded, preference has been

given to them.

On certain dates, when the culmination of an upward or

downward movement was reached, the highest or lowest

price of the day is given in place of the closing sale. These

quotations are. distinguished by the letters "H" or "L"
following the date. Thus the downward movement, which
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began with the year, cuhninated January 21st in the lowest

range of prices for some months, and accordingly, the quo-

tations of that day are given in place of those of Saturday,

the 26th, and the lowest prices of that day in place of the

closing prices. The succeeding advance culminated, Feb-

ruary 2 1 St, in the highest range of prfces for the month, and,

indeed, for the year, and the highest quotations for that day

are given. The next general movement culminated in very

low prices on the 24th of May, after which there was a quick

reaction and then a further decline, so that the lowest prices

for the year were reached on the 27th of June. In like

manner, during the latter half of the year the highest or

lowest prices are quoted of those days on which the char-

acter of the market distinctly turned, while, for intermediate

periods, the closing prices of each week are given.

In all cases the quotations are on the basis of $100 per

share. Thus, to ascertain the corresponding Philadelphia

price, or the price per share of $50 stocks, such as Delaware,

Lackawanna & Western, the quotation given must be divided

by two, and the quotation of Nashville, Chattanooga & St.

Louis, by four. Included with the stocks are the New York,

Lake Erie & Western second consols, both because these

securities are in the nature of a stock rather than a mortgage,

and because the speculation, as respects that important prop-

erty, has been rather in these so-called bonds than in either

the common or the preferred stock. The West Shore bonds

would have been included for the same reason, had there

been quotations of those securities in 1878. But as the

object has been to compare the prices of different classes of

securities, not for the last year only, but for previous years,

selection has been made of the securities available for that

purpose. As those here quoted embrace more than 90 per

cent of the aggregate sales during the year 1884 or 1883, it

will be perceived that the general movement of the market

•is accuratclv rej-)resente(l.
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The quotations in Table No. 2 embrace 40 investment

stocks, not active in speculation, and of established value,

which have, nevertheless, been quoted, either at New York

or at Boston, Philadelphia or Baltimore, often enough to

show the movement in prices with substantial correctness.

In a number of cases, it will be seen, no record of sales has

been found for several successive weeks, and in such cases

the price bid has been inserted. Where no bids are recorded,

the price at the last preceding sale, or in case of an impor-

tant change in the market, at a nearer subsequent sale, has

been used in computations. Though this list might be

greatly extended, the quotations of other stocks than those

included are either so rarely given that the change in move-

ment, from time to time, would not be faithfully represented

if they were included, or they were not quoted in the market

in the earlier years to which this examination refers.
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In the next four tables prices of other securities during

the year 1884 are quoted for comparison with the prices

of the railway stocks already mentioned. In Table No. 3

the prices of railway bonds near the beginning of each

month are shown, the quotations being as far as possible the

prices bid. Where no bid price near the desired date is

found, the price at which the security was offered is in some

instances quoted, and designated by the letter (o.) In the

selection of these bonds the aim has been to represent the

securities of the most important roads in the country as far

as possible, and to take such securities as could also be

appropriately quoted for the earlier years with which com-

parison is made. Hence, only one class of bonds for each

company has been selected, as a rule, and one neither un-

quoted in former years, nor so nearly due at this time as to

have ceased to be a fair representative of the outstandmg

securities of the corporation.

In Table No. 4, bonds of the United States, of certain of

the States, and of the leading cities are quoted. Here, also,

the prices bid near the first of each month are given as a

rule, and the selection has been made with a view to the

comparison of securities for a term of years.

In Table No. 5 are quoted the prices of stocks of New
York banks in the New York market, and of Boston banks

in the Boston market, showing the fluctuations during the

same year. All the banks of these two cities are included

whose stocks have been quoted during the term of years

under consideration, and it has been believed that the general

course of securities of this class will thus be better repre-

sented than by an effort to select from the great number of

banks of different cities.

In Table No. 6 are given the prices of New England

manufacturing stocks in the Boston market. As a rule, the

quotations are of prices bid ; but in some instances, where

no record of the state of the market near the first of the
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month was found, the quotations are believed to represent

the nearest actual sale. The stocks of all the manufacturing

corporations usually quoted in New York or Boston are

included whose stocks have been quoted continuously durmg
the past 13 years.

In Table No. 7 the state of the market for active railway

stocks in each of the past 13 years is traced. The highest

and lowest prices attamed during each year by the active

securities compared are given, with the date of such sales,

and with the closing price for the year. In this comparison

it has not been possible to use the same securities for the

entire period under review. The actual tone of the market

in the years 1872 to 1876 inclusive would not be correctly

shown by a comparison of prices of the same stocks which

were also quoted in 1884, since some, formerly of great im-

portance, have wholly passed out of existence, or have

ceased to be of consequence in speculation. The reverse is

equally true A comparison of those stocks only which

were in existence and quoted 13 years ago, would not give a

correct representation of the course of the market since

1881. Accordingly, the 60 most active securities in 1872,

embracing as many as possible of those which were also

quoted in 1884, are taken as a basis, and by comparison of

these the course of the market to its point of greatest de-

pression in 1877 and 1878 is shown. A number of securities

had then ceased to be important, and from year to year,,

until 1 88 1, new securities are substituted for them ; but care

is taken, in the change each year, that the new stocks

included are at the point of change of substantially the

same aggregate price as the older stocks omitted. For the

years 1 881-1884, inclusive, the record is again continuous,

the same stocks being quoted each year. Footings showing

the average price of all the stocks included, at their highest

point, at their lowest point, and at the close each )''ear, are

given in the preceding pages.
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Lll APPENDIX.

In the tables which give the course of the market for

1872, 1873, 1878, and 1881, quotations given are the nearest

found to the dates named, and in many cases represent only

prices bid, differing in that respect from the tables giving the

range of prices, in which only actual sales are included. The
averages of prices quoted for different dates are given in the

preceding chapters. In the table for 1872, Atchison, Topeka

and Sante Fe, being scarcely quoted for that year, is

omitted, and the Marietta and Cincinnati first preferred,

a stock of about the same price, is included in its stead both

in the table and in the averages for that year. Also in the

table for 1873, few quotations being found for Atchison,

Topeka and Santa Fe, the Atlantic and Pacific preferred, a

stock of about the same price both at the highest and lowest

points of the year, is included. In the table showing the

course of the market for 1878, the stocks included are those

of the list quoted from 1872 to 1878, inclusive, while in the

table giving the range of prices for thirteen years a part of

those stocks are dropped for 1878, and those substituted for

that year and 1879 are included. The tables thus give the

range of prices both of the old stocks dropped at the close

of 1878 and of the new stocks taken in their stead, and the

averages are computed until the close of 1878 upon the

same stocks that were included for the previous years. The
table for 1881 includes only the new stocks, which are

reckoned in the table of averages for the subsequent years.

It has been found that the more important changes in the

course of the market were at the end of April, 1872, when

after some years of advance prices began slowly to decline
;

November 7th, 1873, when the panic of that year culmi-

nated ; February loth, 1874, when a temporary recovery

ceased ; May i8th, in that year, when another temporary

advance began ; April 25th, 1875, when the highest point in

that year was touched ; October 9th, when the decline of

that year terminated in the lowest prices yet reached
;
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March nth, 1876, when a partial recovery from the de-

pression of 1875 reached its culmination; September 29th,

1876, when the lowest prices of that year were recorded
;

and April 23d, 1877, when the average of the prices of

active stocks was the lowest of the whole record. The
lowest average for all securities is found October i8th, 1878,

and from that point until Nov. 15th, 1879, there was an un-

broken advance. After a brief decline, the market moved

upward again until March 8th, 1880. It declined until May
25th, but reached a higher average of prices than ever Dec.

27th. The highest prices of the whole period of thirteen

years were made May 26, 1881. In the subsequent down-

ward course, the first important depression culminated

March 11, 1882. A recovery reached its height September

i6th, but was followed by a greater depression than before,

November 25th. A recovery culminated in January, 1883,

and without great depression was followed by a farther ad-

vance to April 13th; but from that point to the 17th of

October the market declined, and after brief recovery

reached still lower prices December 31st. Finally the lowest

average in 1884 is found to have been made on the 27th of

June. The following tables contrast the prices at these the

more important points of each year. Table No. 8 shows

the course of prices of the "old list," namely the stocks

quoted from 1872 to 1878, and Table No. 9 of the "new
list," namely, the stocks quoted from 1878 to 1884. In this,

as in all other tables of like character, where quotations on

the date named were not found, those nearest that date or

most closely corresponding with the state of the market are

included. In Table No. 10, the prices of investment stocks

are given for the dates in each year on which the active

stocks reached their highest or lowest points.
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Table No. lo includes five stocks for the years prior to

1878, but not for the subsequent years, five others being

taken in their stead. At the point of change, namely, the

lowest point in that year, the old list averages only i y^ per

cent, higher than the new list.

Tables Nos. 11 and 12 give the prices of railroad bonds.

Here it is found necessary to use different lists of securities

for the periods prior to and after 1877. On account of the

complete disappearance of many securities, a list embracing

only 60 bonds prior to 1877 gave less reliable results than

were desired. Accordingly the list for the earlier years.

Table No 11, old list, embraces 106 bonds which represent

almost every important railroad, and includes bonds of many
corporations which went into bankruptcy during that period

of disaster. Table No. 12, new list, gives the prices of 60

bonds April 23, 1877, and at each of the important dates in

later years. At the point of change in 1877 the new list

averages zVz per cent higher than the old list, namely, $88.17;

in 1878, $94.55; in 1879, $106.70; in 1880, $115.62; in 1881,

$118.44; m 1882, $114.37; in 1883, $114.95, ^"d '" 1884,

$111.50.

Table No. 13 gives for the same important dates the

prices of United States, State, and city bonds. In this

instance, also, it is found necessary to change the securities

quoted. Rapid retirement of old United States bonds

renders it useless to quote them as an indication of the course

of the market for such securities after 1878, and the later

quotations of the five and six per cents serve only to show

that their prices were no longer governed by the usual estimates,

but by a belief that the bonds would be speedily paid and the

investment thus terminated. Consequently, while all' the

prices of United States bonds quoted in table No. 13 are

included in averages prior to 1878, the averages for the sub-

sequent years include only the Currency 6s, the 4>^, and the

4 per cents, which have been continually quoted since that

time.
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In comparing State bonds similar changes are found

necessary. The old six and seven percent, bonds of Georgia,

which mature in 1886, have ceased in later years to be a fair

indication of the credit of that State. In place of them the

Georgia gold sevens of 1890 are included in later averages.

Kentucky sixes also ceased to be quoted in 1879, and Ala-

bama eight per cents and Louisiana six per cents vanished

from sight. In place of these, bonds of other States are in-

cluded in the averages for years after 1878, though the

average of the new list is 15.4 per cent, higher at the point of

change than that of the old list. By increasing the earlier

list in that ratio, in the computation by percentages, the rela-

tive value of such securities for the different periods is

correctly shown. In the table of city bonds, sixteen are

found which can be satisfactorily quoted for the whole period.

For years after 1878 four others are added, which increase

the average price in that year about 2 per cent.

TABLE No. II.—COURSE OF RAILROAD BONDS, OLD LIST.

1872. 1873. 1874. 1875- 1876. 1877.
Apr. 30. Nov. 7. May 19. Oct. 9. Sep. 29.] Apr. 23.

Alb. & Susq., 1st mort 99 97 102K IIll^j IO9X; 107
" 2d mort 97^ 90 100 105^! 102 88
" 3d mort 90 95 >^ .... 102 >ii

i

100 80
Atch. & P. P., 1st 6, g. ..'95 60 50 500 300 27 29 ,

Bost., Hartf. & E., Guar'... 51X 25 40 21% 18 8

1st mort.

.

AVA 24 2234: 20 ^9% ^0%
Buff., N. Y. &E., 1st.... '77 96X 85 88K 82 91 99
Bur. & Mo. R., L. M. 7.. '93 94 90 9^ 105 109X 108
B. & Mo. (Neb.), ist m. 8.'g4 98 90 102K I02>^
Cal. Pac, rst m. 7, g '89 103 88 80 70 85^ 75
Carthage & Bur., ist 8. . .'79 96K 95 96 104 102 ioo>^
Ced. Falls & Minn., ist 84;^ 69K 80^ 80 90 79
Cent, of Iowa, 1st m. 7, g.

.

90 60 • 40 32 32 35
Cent, of N. J., 1st m. 7. .'90 104^ 99 105 iiiX 107 >^ 105 >^
Cent. Pac, St. aid 7, g. ..'84 III 100 106 107
Cent. Pac. , Gold bonds 103 80 89 lorA no 106
Chic, B. &Q.. ist M., 8s.. 113^4: 105 no "5 116 114
Chi.,B. &Q., istS. F. 8.. '83 ii3>^ 105 "5 116 114
Chi., Dub. & M., 1st 8.. '96 89 50 450 25 20 20
Chi., M.&Sl. P.,L.C.ist.'o5 94 87>^ 88^ 94^ 99%



LXll APPENDIX.

Chic, Rock, I. & Pacific...

Chic. & Alton, ist M
*' Income

Chic. & N'west, Sink. fd... .

Chic & N'west, Interest. . .

.

Con
ist mort. . . .

Cleve. & P., Con. S. F
" 4th mort

Cleve. & Toledo, New
"

Sink. fund.

C. C. & I. C, 1st mort
" 2d mort

C. C. C. & I., 1st 7s, S. F..
Del., Lack. & We., 2d mort.

"
7s, convert.

.

Del. & H. Canal, ist M
Den. Pac, ist m. 7, g. . .'99

Det., Mon. & Tol., 1st 7/06
Dixon, P. & H., 1st m. 8.. '89

Dub. & S. City, ist mort
E. Tenn., Va. &Ga., ist M..
Erie, ist mort., exten

" 7s 2d end 1879
" 7s 3d end 1883
" 7s 4th end 1880
" 7s 5th end 1888

Or. Rap. & Ind., ist 1. g., 7.

Han. & St. Jo. Convertible.

.

Hud. Riv., 2d 7s, S. F
Joliet & Chi., ist m. 8 '82

Kansas Pac, 1st m. 6. . . .'96

Lake Shore, Dividend. . . .

" Consol., coup
" Consol., reg..

Leav., Law. & G., ist 10.
'99

Long Dock
Long Island, 1st M., 7s...

Mar. & Cin., ist mort
Mich. Cent., 1st M., 8s....

Mich. So., 2d mort., 7s. . .

.

Mich. S. &N. L. S. fd., 7s

Mil. &St. P., 1st M., 8s...

2d mort,, 7 3-10S

Mil. & St. P., I. c\: M. D...
" 2d mort
" 7s, gold

187a.
Apr. 30.

102 14:

105M
96
lOI

100

96K
100

97
86^
96
103

893/

77
lOI^
96X
100
102

95
98

97>^
94
94K
103X
98

gs'A
93
92
102

92

108

86

95
IOI>^

100

94
96X
92

96
112

104
107

96
89 >^
88

9(>H

Nov. 7.

96^
100>^
90

90K
85

78I4:

89
88
80

84

97
76X
45

95
97
90

99
85

90

95

87K

96

95
94
89
91

95
60
103
100

87
81

87K
87

50

90X
88>^

lOI

102

90
95

80
66

84
70

May 19.

105

107

96M
102

96
85

lOI

98
92

97;^
103

83

59M
99 'A
105

104 >^
106

70
98
96

95
80
102

99
9iX
91X
93>^
100

78K
105X
108 >^
60

96

96X
97
25
100
88

100

107

99 >^
IOI>^

105

91^
80
80
88

1875.
Oct. 9.

108^
100!^
100
1081^

105 o

97X
99^
1080
IOI>^
100
106 >^

40K
15

108
III

117
112

80
IOO>(

104
102^
87

104 >^
98>^

95^
95
92
104

75^
iiiX
108
60

99^
lOI

99^
18

104
103

105
112

103
108

109 >^
ip

81^
90
90

1876.

Sep. 29.

09^2
200
05
08

OA'A

04M
07 •

09
05
02 1^

08

37H
8

10

06
03
06
80

03
05 'A

93
09
01 >^

99 >^

ooyz

ooYz
05

76>^
09
10

60
05

OVA
04K
20

05X
03%
07
I6M
04
10

16

990
93M
990
103

1877.
Apr. 23.

[073^

t03>^

[08

f05

t05

[05

12

to6

[04V
to9>^

26

3H
[07K
[o6,^

[o6'4

94 >2

70
[07

[QI

[02

91

[03

103^2
[QI

lOlYi

98
70
14
[O8

46
[O4

[06

ro4'/s

24
[07

loiYz
[o6«4

109^2
ro4

II

I4>2

93
83>^

86K
85
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1872. .,'^73. 1874. 1875. .876. 1877.
Apr 30. Nov. 7. May 19. Oct. 9. ,Sep. 29. Apr. 23.

Morris & Essex, ist M l063/s 99 105 II50 116 "5%
'

' 2d mort 99^ 95 I02}4 108 116^ 103 >^
" Construction. 93K 90 C)2% 100 91 72
" 7s of 1871 9SH 95 93 108 ! 100 93>^

N. J. Southern, ist mort 80 40 36 20 ! 20
N. Y. Central, 6s 1883 94K 86 92X 1030 104 i 103K

" 6s 1887 94 85 94 102 106 103
" 6s, real est..

.

91 80 88 102 loi • 102 >^
" 6s, sub 91 81 87 102 : I02>^ I02>^

6s '87 94 85 9i>^ 1030 106 103
North Mo., 1st m. 7 '95 92>^ 82'^ 84 90K 98 ' 97
Ohio & Miss., Consolidated. 94^ 83 86 88 92 84^

" 2d mort 85 67 (^AVz 65K 46
Pacific, 7s, guar, by Mo 100 92M 100 loiyi 84>^ 95
Pitt.,C. &St. L., istm. 7.'oo 79 >^ 70 .... 82 . 80^
Pittsb., Ft. W. &C.. ist M. 106 99 105K hVk ii9>^ 119

2d mort IOI>^ 97 I02>^ 107 1 10;^ 112
3d mort 98K 84 94 98K 104 lOI

Port Hur. & L. M., ist 7. '99 70 75 25 20 10 15
Quincy & Tol., ist M '90

R, R. I. &St. L.,ist7, g.'i8
94K 86 82>^ 500 60 60

45 30 15 10 150 14
St.J. E.D. D.C.,ist8,g.'99 lOI 75 220 20 12 ID
St. L., Alton &T. H., ist M. 98K 9^'A 100 107 106 103

2d pref 88K 82 88 88K 900 86
2d income... 84 67 73 760 750 72

St. L. & I. Mt., 1st M 95K 80 90 90X 91% 93^
St. L., Jack. & C, 1st 7.. '94 91 84 ()2% 99>^ 104X 107
Tol., P'oria& W., E. Div... 93 >^ 66 80

i 71 87 86
W. Div 9i>^ 60 74 750 80 85
2d mort 84K 72 59 350 420 30
Bur. Div 88 72K 68 350 9^V2 30

Tol. & Wab.. 1st exten 97 89 9SH 82 91 I0O>^
1st M., St. L. Div. 9134: 76 78 55 660 73>^

" 2d mort 96 80 82X
67

51 62 67
" Equipment 88>^ 68 200 16
" Consol., Convert.. 92 70 70 320 37 35

Union Pacific, ist mort 93 65^ 8414: 108^ io6>^ 103 J^
" Land grant 7s 81/8 57>^ 75X 98 104V 9914^

West. Un. Tol., ist mort.... 97^ 85 96K 103 103

Average 106 bonds 94.10 82.51 85.84 86.21 89.05 86.07
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JOHN G. MOORE. GRANT B. SCHLEY.

MOORE & SCHLEY,

Bankers s Brokers
26'Broad St., New York.

BRANCH OFFICES—PRIVATE WIRES:

72 Wall Street, New York,

1 14 South Third St., Philadelphia,

1419 F St., Washingrton, D. C.

Boston' Correspondent, Connected by Private Wire,

IRVING A. EVANS & CO., 28 State St., Boston.

STOCKS, BONDS,
MISCELLANEOUS SECURITIES,

6RAIIV AND PROVISIONS

BOUGHT AND SOLD ON COMMISSION FOR CASH OR
ON A- MARGIN.



THE

United States Life
INSURANCE CO.

IN THE CITY OF NEW YORK.

(OBQANIZED IN I85O,)

26If 262 and 263 Broaatvay, Neiv York,

T. H. BROSNAN, President.

C. P. Fraleigh, Secretary. A. Wheelwright, Assistant Secretary.

Geo. H. Burford, Actuary.

All the profits belong to the Policy-holders exclusively.

All Policies henceforth issued are incontestable for any cause after

three years.

Death Claims paid at once as soon as satisfactory proofs are received at

the Home Office,

Absolute security, combined with the largest liberality, assures the
popularity and success of this Company.

All forms of Tontine Policies issued,

GOOD AGENTS, desiring to represent the Company, are invited to

address Home Office.

DIRECTORS-1 885.
Charles E. Bill Ranker, 46 Broad Street.
Isaac N. Phelps Banker, 45 Wall Street.
Clinton Gilbert Treasurer Greenwich Savings Hank

.

Wm. B. Holies Retired Merchant, Garden City, I,. I.

Henry W, Ford Hanker, New York.
W. A. f)gden Hegeman Counsellor, 261 Broadway.
Thomas Gardiner Retired, 13 East 61A Street

.

Nathan V. Graves President N. Y. S Banking Co., Syracuse, N. Y.
D. Kellogg Baker Provisions, 335 (ireenwich Street.

H. K. Thurber Wholesale Grocer, 116 Reade Street.
P, Van Volkenburgh. . . Dry Goods, 62 Worth Street.

E. H. Ammidown Dry Goods, 87 Leonard .Street.

iulius Catlin, Jr Dry Cioods, 132 Church Street,
[enry C. Hulbert Paper, 53" Beekman Street

.

James R. Plum Leather, 42 Spruce Street

.

George Ci. Williams President Chemical National Bank

.

Antony Wallach Manufacturing Jeweler, 11 Maiden I.ane.
Oliver P. Buel Counsellor, 261 Broadway

.

Timothy H . Brosnan President

.

Henry L. Clapp Scales, 311 Broadway.
Raphael Buchman Clothing, 616 and 618 Broadway.
E. Van Volkenburgh Dry Goods, 6a Worth Street.
Charles P. Fraleigh Secretary, 261 Broadway

.

John P. .Munn, .M D 18 West 58th Street.
George H. Burford Actuary, 261 Broadway.
Francis Leland President New York County Bank.
Charles S Higgins *. Soap, 91 Worth Street.
Alfred S. Heidelbach Banker, 29 William Street.



BROWN BROTHERS & CO.
Phila. NEW YORK. Boston.

AND

ALEXANDER BROWN & SONS,
BALTIMORE.

'^xi^ and ^tlX pills of %xchmQt
ON

Creat Britain and Ireland, France, Germany, Belgium, Holland, Switzerland,

Norway, Denmark, Sweden and Australia.

ISSUE COMMERCIAL AND TRAVELERS' CREDITS IN STERLING,

Available in any part of the world, in Francs for use in Martinique

and Guadaloupe, and in dollars for use in this and adjacent countries.

Make Telegraphic Transfers of Money Between this

Country and Europe.

MAKE COLLECTIONS OF DRAFTS drawn abroad on all points in

United States and Canada, and of drafts drawn in the

United States on foreign countries
;

AND THEIR LONDON HOUSE,

Messrs. B-ROWN, SHIPLEY & CO., RECEIVE ACCOUNTS

OF AMERICAN BANKS, FIRMS AND INDIVIDUALS,

UPON FAVORABLE TERMS.

BROWN, SHIPLEY & CO.,

No. 26 Chapel Street, Liverpool.

Founder's Court, Lothbury, London.



HOME
Insurance Company of New York,

Office, No. 119 Broadway.

SIXTY-FOURTH SEMI-ANNUAL STATEMENT,

JULY, 1

CASH CAPITAL, $3,000,000 00

Reserve Premium Fund, 2,839,742 GO

Reserve for Unpaid Losses and Claims, - - - 389,513 48

Net Surplus, 1,030,802 84

CASH ASSETS, $7,260,058 32

Summary of Assets.

Cash in Banks $134,241 23

Bonds and Mortgages, being first lien on Real Estate. . .

.

971,950 00

United States Stocks (market value) 2,882,235 00

Bank and Railroad Stocks and Bonds (market value) 1,581,772 50

State and City Bonds (market value) 222,000 00

Loans on Stocks, payable on demand 123,600 00

Interest due on ist July, 1885 43.087 18

Premiums uncollected and in hands of Agents 340,835 03

Real Estate 9^0,337 38

TOTAL $7,260,058 32

T. B. GREENE, \ CHAS. J. MARTIN, President.

W. L BIGELOW, [Ass't See's. D. A. HEALD, Vice-President.

E. G. SNOW, Jr., ) J. H. WASHBURN, V. P. k Sec'y.



B. K JAMESON & CO.,

THIRD & CHESTNUT STREETS,

PHILADELPHIA.

ESTABLISHED - . . - 1855.

TRANSACTAGENERALBAlINeBBSINESS

INVESTMENT SECURITIES FOR SALE.

MUNICIPAL LOANS,

Water and Gas Loans, Prime Railroad Bonds,

MISCELLANEOUS SECURITIES.

PROMPT ATTENTION GIVEN TO ALL CORRESPONDENCE
AT HOME AND ABROAD.



The Mutual Life
INSURANCE COMPANY

OF NEW YORK.

Richard A. McCurdy, President.

Holds the Foremost place among the Life Insurance Institutions of

the world, and offers superior advantages in all the features of business,

together with unequaled financial security

It is the Oldest active Life Insurance Company in this country.

It is the Largest Life Insurance Company in the world, its policies

now in force numbering more than 115,000.

It is the Strongest financial institution in the world, its assets amount-

ing to more than $103,875,000.

It is the Cheapest Company in which to insure, its large dividend re-

turns reducing the cost of insurance below that of any other Company.

Its New Policy is the most liberal ever offered by any Insurance Com-
pany.

It places no Restrictions upon Travel, Occupation or Residence after

being two years in force.

Being Non-Forfeitable, and practically incontestable, it provides a

legacy and not a lawsuit.

It is the Simplest and most comprehensive form of Insurance Contract

ever issued. If the Policy-holder pays his premiums, while he lives, the

Company will pay the full value of his Policy when he dies.

All Claims are paid immediately upon acceptance of proofs of death.

• The Five Year Distribution Plan of this Company presents a most

attractive investment feature. It not only accumulates the surplus aris-

ing from the premiums over the cost of the insurance on each Policy in

force during the Five Year period, but increases it by compound interest.

This Company has issued, since its organization, more than 260,000

policies.

It has returned to its policy-holders in dividends, over $66,000,000.

It has returned in surrender values, over $63,000,000.

It has distributed among its beneficiaries, in payment of death claims.

endowments and annuities, over $87,000,000.

Total returned to Policy-holders, over $216,000,000.



W. T. Blackwell, President. P. A Wiley, Cashier.

THE BANK OF DURHAM,

DURHAM, N. C.

This Bank has facilities for collecting paper

in North Carolina equal to any Bank in the State,

remittingpromptly and at lowest rates consistent

with proper care and attention. Its services are

offered to Banks, Bankers aftd others in the cities.

Letters of inquiry answered at all times, and care

exercised in furnishing inforination which may be

desired in connection with the trade of this

section



The Equitable
Life Assurance Society

OF THE UNITED STATES.

Broadway, Cedar and Pine Streets, New York City.

ASSETS, July, 1885, over $60,000,000.

SURPL US, July, 1885, <yvet^ $14,000,000,

TMs Society transacts tlie largest business

in tlie Tvrorld.

All Policies incontestable after three years.

All sncb policies paid immediately upon
evidence of death, and proper receipt.

This Society has been foremost in the in-

troduction ol beneficial reforms.

Agents wanted in all salubrious parts ot

the world.

Executive Officers:
HENRY B. HYDE, JAMES W. ALEXANDER,

President. Vice-President,

WILLIAM ALEXANDER, SAMUEL BORROWE,
Secretary. "id Vice-President.

THOMAS D. JORDAN, ED\VARD W. SCOTT,
AsSt. Secretary. 3^ Vice-President.

Actuaries :

GEO. W. PHILLIPS. J. G. VAN CISE.

Medical Directors :

EDWARD W. LAMBERT, M.D. EDWARD CURTIS, M.D.



ROBERT GARRETT. T. HARRISON GARRETT.

Robert Garrett & Sons,
BALTIMORE,

BUY AND SELL

Sterling anh Conttntntal ^xc\)an%t,

receive deposits, make collections,

Negotiate Railway and Other Loans,

BUY AND SELL

STOCKS, BONDS, Etc., ON COMMISSION.

DREXEL. MORGAN & CO.,
WALL STREET, corner of Broad, NEW YOBK,

Drexel & Co.,

No. 34 South Third Street,

PHILADELPHIA.

Drexel, Harjes & Co.,

31 Boulevard Haussmann,

PARIS.

domestic KuA ^avtXQU ^awluers.
Deposits received subject to Draft. Securities bought and sold on

commission. Interest allowed on Deposits. Foreign Exchange. Com-
mercial Credits. Cable Transfers. Circular Letters for Travelers, avail-

able in all parts of the world.*

ATTORNEYS AND AGENTS OF

Messrs. J. S. MORGAN & CO.,

No. 22 OLD BROAD STREET, - LONDON.



"SURETYSHIP."

Fidetttg and Ca^uatt^ Co-
general office, 214 AND 216 BROADWAY. NEW YORK.

WM. M. RICHARDS, President.

JOHN M. CRANE, Secretary.

ROB'T J. HILLAS, Ass't Sec y.

CASH ASSETS, JiUy, 1885, over $577,000,00

This Company will act as surety on bonds required in the Courts.

It is the first and largest company organized in the United States

devoted to suretyship, and with all its assets invested in this country.

It guarantees the honesty of officers and employees of Railways, l^anks.

Telegraph, Telephone and Express and Insurance Companies, and per-

sons employed by corporations and business houses holding positions of

trust and pecuniary responsibility.

Particulars furnished upon application.

The New York

ACKNOWLEDGED TO BE THE

BEST BUSINESS.PAPIiiK PUBLISHED.

//j Circulation over the whole United States is larger than that of any

other Trade Journal.

The COMMERCIAL BULLETIN is known as one of the

leading exponents of lifttthhtf/ and FifUltwhll interests, as well as

being the chief authority on Dry GoodS and Insurance matters.

Its market reports, its commercial news and statistical information, com-

piled with a sole view to reliability, are more thorough and complete than

those of any other journal ; making the Bulletin invaluable to merchants,

bankers and all business men who require EARLY intelligence concerning

New York commercial affairs.

Snbscrij}fioti, $12.00 per Year; $0.50 SLr Months,

N. Y. Daily Bulletin Association,
32 Broadway, N. Y. City.



C^ Co.

BANKERS,
18 Wall Street.

Transact a General Banking business, including the Purchase and Sale

of Stocks and Bonds for Cash or on Margin.

BUY AND SELL

INVESTMENT SECURITIES.
A. M. KIDDER, I WAYLAND TRASK,
H. J. MORSE, WM. C. HILL.

P. O. Box 2647.

L. H. TAYLOE & CO.,

iBanfierst

Members New York and Philadelphia Stock Exchanges,

OOR. THIRD AND CHESTNUT STREETS,
PHILADELPHIA,

Transact a general Banking Business, including the purchase and sale

of Stocks and Bonds on commission only, and carry same on favorable

terms.

Give particular attention to obtaining correct and reliable information

regarding the various securities dealt in, and are prepared at all times to

answer inquiries upon financial subjects.

Private telegraph wires to New York, Baltimore, Wilmington, Del.,

and York, Penna.

CORRESPONDENCE SOLICITED,
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